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The p u r p o s e  o f  t h i s  s t u d y  i s  t o  c r i t i c a l l y  exami ne  t h e  c u r r e n t  
s t a t e  o f  t h e  a d e q u a c y  o f  r e p o r t i n g  and  e x t e n t  o f  d i s c l o s u r e  p r a c t i c e s  
in t h e  p u b l i s h e d  a nnua l  r e p o r t s  o f  a s ampl e  o f  U.S.  c i t i e s .  The t e r m 
" e x t e n t  o f  d i s c l o s u r e "  d e n o t e s  t h e  e x t e n t  t o  whi ch  s e l e c t e d  i t e ms  o f  
i n f o r m a t i o n  a r e  p r e s e n t e d  in m u n i c i p a l  a nnua l  r e p o r t s .
To f a c i l i t a t e  t h e  a n n u a l  r e p o r t  e x a m i n a t i o n ,  a q u e s t i o n n a i r e  
( c o n s i s t i n g  o f  n i n e t y  i n f o r m a t i o n  i t e ms )  was c o n s t r u c t e d  and m a i l e d  
t o  a random sampl e  o f  996 s e c u r i t y  d e a l e r s .  The r e s p o n s e s  t o  t h e  
q u e s t i o n n a i r e  r e s u l t e d  in a mean s c o r e  f o r  e a c h  i t e m t h a t  was u s e d  t o  
r e c o g n i z e  d i f f e r e n c e s  i n  i n f o r m a t i o n  i m p o r t a n c e .  The s e  mean d i s c l o ­
s u r e  s c o r e s  were  us e d  t o  e v a l u a t e  e a c h  o f  t h e  a n n u a l  r e p o r t s  in t h e  
s a m p l e .
The sampl e  c o n s i s t e d  o f  two ma t c hed  s u b s a m p l e s ,  e a c h  composed o f  
f o r t y - f i v e  c i t y  a nnua l  r e p o r t s .  One s u b s a mp l e  was composed o f  c i t i e s  
t h a t  i s s u e d  a nnua l  r e p o r t s  t h a t  wer e  a u d i t e d  by i n d e p e n d e n t  C e r t i f i e d  
P u b l i c  A c c o u n t a n t s  (CPAs) ;  w h i l e  t h e  o t h e r  i n c l u d e d  a nnua l  r e p o r t s  
t h a t  were  n o t  a u d i t e d .
The e x a m i n a t i o n  o f  t h e  a n n u a l  r e p o r t s  r e s u l t e d  in a s c o r e  f o r  
e a c h  r e p o r t .  T h i s  s c o r e  was t e r med  t h e  r e l a t i v e  d i s c l o s u r e  s c o r e  
whi ch  had a r a n g e  o f  z e r o  t o  one  h u nd r e d  p e r c e n t .  The s u b s a mp l e  o f  
" a u d i t e d "  r e p o r t s  had a mean r e l a t i v e  d i s c l o s u r e  s c o r e  o f  kS.Q%,
w h i l e  t h e  " n o t  a u d i t e d "  s u b s a m p l e  had a mean s c o r e  o f  17 - 1 ^ . The low 
s c o r e s  wer e  s u p p o r t i v e  o f  t h e  f i r s t  m a j o r  c o n c l u s i o n  o f  t h e  s t u d y  
t h a t  a d i s c l o s u r e  d e f i c i e n c y  e x i s t e d  in t h e  sampl e  o f  a u d i t e d  and n o t  
a u d i t e d  c i t y  annua l  r e p o r t s .
The n e x t  p h a s e  o f  t h e  a n a l y s i s  was t o  exami ne  t h e  a s s o c i a t i o n  
be t ween  c i t y  s i z e  and  a u d i t  s t a t u s  and t h e  annua l  r e p o r t  d i s c l o s u r e  
s c o r e s .  The Wi l coxon  m a t c h e d - p a i r s , s i g n e d  r a n k s  t e s t  r e v e a l e d  t h a t  
a u d i t e d  c i t y  a nnua l  r e p o r t s  in t h e  s a mp l e  e x h i b i t e d  a much g r e a t e r  
d e g r e e  o f  d i s c l o s u r e  t h a n  t h a t  f ound  in r e p o r t s  t h a t  were  n o t  
a u d i t e d .  K e n d a l l ' s  r a n k  c o r r e l a t i o n  t e s t  was p e r f o r me d  and t h e  
r e s u l t s  s u p p o r t e d  t h e  c o n c l u s i o n  t h a t  c i t y  s i z e  had a s l i g h t  p o s i t i v e  
i n f l u e n c e  on t h e  d i s c l o s u r e  s c o r e s  o f  c i t i e s  in t h e  s a m p l e ,  bu t  t h a t  
t h e  r e l a t i o n s h i p  was r e l a t i v e l y  s t r o n g e r  f o r  t h e  a u d i t e d  s ubs amp l e  
t h a n  f o r  t h e  s u b s a m p l e  o f  n o t  a u d i t e d  r e p o r t s .
CHAPTER I
INTRODUCTION
In H e n d r i k s e n ' s  t e x t  A c c o u n t i n g  T h e o r y , he s t a t e s  t h a t  . .
t h e  t o p i c  o f  d i s c l o s u r e  i s  b r o a d  enough  t o  encompass  a l m o s t  t h e
e n t i r e  a r e a  o f  . . . r e p o r t i n g . " ^  The i m p o r t a n c e  o f  d i s c l o s u r e  i s
r e i n f o r c e d  by t h e  e f f o r t s  o f  v a r i o u s  w r i t e r s  and  g r o u p s  t o  i n f l u e n c e
2 3d i s c l o s u r e  in f i n a n c i a l  r e p o r t i n g .  The works  o f  Hor ngr en  , R e v s i n e  , 
4 5
Dyckman , Dopuch , e t c . ,  a r e  i n v o l v e d  w i t h  s p e c i f i c  d i s c l o s u r e  
i s s u e s .  M o o n i t z 1s The B a s i c  P o s t u l a t e s  o f  A c c o u n t i n g , t h e  Amer i can  
I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s '  (AICPA) S t udy  Group on t h e  
O b j e c t i v e s  o f  F i n a n c i a l  S t a t e m e n t s  (The T r u e b l o o d  R e p o r t ) ,  and t h e  
F i n a n c i a l  A c c o u n t i n g  S t a n d a r d s  B o a r d ' s  (FASB) work on O b j e c t i v e s  o f  
F i n a n c i a l  R e p o r t i n g  by N o n b u s i n e s s  O r g a n i z a t i o n s , a r e  a t t e m p t s  t o  s e t  
f o r t h  a c o m p r e h e n s i v e  s e t  o f  o b j e c t i v e s  f o r  f i n a n c i a l  s t a t e m e n t s  t h a t
 ̂ Eldon S.  H e n d r i k s e n ,  A c c o u n t i n g  T h e o r y , r e v .  e d .  (Homewood, 
I l l i n o i s :  R i c h a r d  D. I r w i n ,  I n c . ,  1 9 8 2 ) ,  p.  545.
2
C h a r l e s  F. H o r n g r e n ,  " D i s c l o s u r e :  1 9 5 7 , "  A c c o u n t i n g  Review,
32 ( 1 9 5 7 ) ,  5 9 8 - 6 0 4 .
Lawrence  R e v s i n e ,  Re p l a c e me n t  Cos t  A c c o u n t i n g  (Englewood 
C l i f f s ,  New J e r s e y :  P r e n t i c e - H a l 1,  I n c . ,  1973) -
4
Thomas R. Dyckman,  On t h e  E f f e c t s  o f  E a r n i n g s - t r e n d , S i z e  and 
I n v e n t o r y  V a l u a t i o n  P r o c e d u r e s  in E v a l u a t i n g  a B u s i n e s s  F i r m , ed .  
Robe r t  K. J a e d i c k e  e t  a l . (Menasha ,  W i s c o n s i n :  Amer i can  A c c o u n t i n g
A s s o c i a t i o n ,  1 9 6 6 ) ,  pp.  175~ 8 5 -
^ See ,  N i c h o l a s  Dopuch and J o s h u a  Ronen,  "The E f f e c t s  o f  A l t e r ­
n a t i v e  I n v e n t o r y  V a l u a t i o n  Methods  -  an E x p e r i m e n t a l  S t u d y , "  J o u r n a 1 
o f  A c c o u n t i n g  R e s e a r c h ,  11 ( 1 9 7 3 ) ,  191- 211 .
2
encompass  t h e  g e n e r a l  c o n c e p t  o f  d i s c l o s u r e .
The p r o f e s s i o n  ha s  f o r m a l l y  r e c o g n i z e d  i t s  r e s p o n s i b i l i t y  f o r
a d e q u a t e  d i s c l o s u r e  a s  s e e n  in t h e  p r o n o u n c e m e n t s  o f  t h e  A1CPA. For
e x a m p l e ,  t h e  r e s p o n s i b i l i t y  f o r  a d e q u a t e  d i s c l o s u r e  i s  one  o f  t h e
g e n e r a l l y  a c c e p t e d  a u d i t i n g  s t a n d a r d s .  The A c c o u n t i n g  R e s e a r c h
B u l l e t i n s  (ARB), S t u d i e s ,  and A c c o u n t i n g  P r i n c i p l e s  Board (APB)
O p i n i o n s  a r e  a l l  c o n c e r n e d  w i t h ,  in p a r t ,  t h e  s u b j e c t  o f  d i s c l o s u r e .
A l t h o u g h  p r o g r e s s  h a s  been  made in t h e  a r e a  o f  d i s c l o s u r e ,  t h e r e
a r e  s t i l l  p r o b l e m s  wh i c h  r e m a i n .  Most  o b s e r v e r s  would p r o b a b l y
s u p p o r t  t h e  a s s e r t i o n  t h a t  s i n c e  t h e  S e c u r i t i e s  A c t s  o f  1933 and 193^
wer e  p a s s e d ,  t h e  c h a n g e s  in c o r p o r a t e  r e p o r t i n g  and d i s c l o s u r e
p r a c t i c e s  ha ve  s t r e n g t h e n e d  t h e  c o r p o r a t e  r e p o r t i n g  s y s t e m  and t h e
6c a p i t a l  m a r k e t s  whi ch  de pend  on t h a t  s y s t e m  f o r  i n f o r m a t i o n .  Dur ing 
t h i s  same p e r i o d  t h e r e  h a s  been  no c o m p a r a b l e  g r o w t h  in t h e  q u a l i t y  
o f  m u n i c i p a l  r e p o r t i n g  u n t i l  1975 and  1978 when t h e  w e l 1- p u b l i c i z e d  
f i n a n c i a l  d i f f i c u l t i e s  o f  New York and  C l e v e l a n d  came t o  l i g h t . ^
The s e  d i f f i c u l t i e s  have  p r ompt ed  many w r i t e r s  t o  a s s e r t  t h a t  m u n i c i ­
pal  r e p o r t s  s i m p l y  do n o t  p r o v i d e  u s e r s  w i t h  t h e  i n f o r m a t i o n  t h a t  
t h e y  d e s i r e .  The p r e s e n t  s t u d y  was u n d e r t a k e n  b e c a u s e  o f  t h e  c o n c e r n  
o v e r  m u n i c i p a l  r e p o r t i n g  and d i s c l o s u r e  p r a c t i c e s .
J ohn C. B u r t o n ,  " P u b l i c  R e p o r t i n g  by Gover nment a l  U n i t s :  A
Re v i s e d  F i n a n c i a l  R e p o r t i n g  Model f o r  M u n i c i p a l i t i e s , "  in I mproving 
t h e  F i n a n c i a l  D i s c i p l i n e  o f  S t a t e s  and  C i t i e s , e d .  David Solomons 
( R e s t o n ,  V i r g i n i a :  The Counc i l  o f  A r t h u r  Young P r o f e s s o r s ,  1 980 ) ,  p.
9.
^ B u r t o n ,  p.  9.
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CORPORATE AND MUNICIPAL ACCOUNTING: A COMPARISON
In a 1979 s t u d y  o f  100 c i t i e s  n a t i o n w i d e ,  E r n s t  and Whinney
f ound o n l y  26 p e r c e n t  o f  t h e  a u d i t e d  c i t i e s  in t h e i r  s u r v e y  had
0
r e c e i v e d  u n q u a l i f i e d  o p i n i o n s  a s  compared t o  91 p e r c e n t  o f  t h e
g
c ompa n i e s  a u d i t e d  in t h e  p r i v a t e  s e c t o r .  The i m p l i c a t i o n  i s  t h a t  
t h e  q u a l i t y  o f  m u n i c i p a l  f i n a n c i a l  r e p o r t i n g  i s  g e n e r a l l y  i n f e r i o r  t o  
t h a t  o f  t h e  c o r p o r a t e  s e c t o r .  I n f e r i o r  m u n i c i p a l  a c c o u n t i n g  and 
r e p o r t i n g  p r a c t i c e s  p o s e  r e a l  p r o b l e ms  f o r  a u d i t o r s  a t t e m p t i n g  t o  
v e r i f y  t h e  a c c u r a c y  o f  m u n i c i p a l  f i n a n c i a l  r e p o r t s ,  and f o r  i n t e r ­
e s t e d  u s e r s  c o n c e r n e d  a b o u t  t h e  management  o f  an e n t i t y ' s  f i s c a l  
a f f a i r s  a s  w e l l  a s  i t s  c r e d i t  s t a n d i n g .  The r e s u l t  i s  t h e  low number  
o f  u n q u a l i f i e d  a u d i t  o p i n i o n s  a s  o ppos e d  t o  t h o s e  i s s u e d  in t h e  
p r i v a t e  s e c t o r .
Growing a t t e n t i o n  i s  t h u s  b e i n g  g i v e n  t o  p u b l i c  s e c t o r  r e p o r t i n g  
and  d i s c l o s u r e  p r a c t i c e s .  One r e a s o n  f o r  t h e  f o c u s  on m u n i c i p a l ­
i t i e s '  r e p o r t i n g  p r a c t i c e s  may be  b e c a u s e  o f  t h e  s i z e  o f  t h e  m u n i c i ­
pa l  bond m a r k e t .  T h a t  i s ,  t h e  l a r g e s t  bond i s s u e r s  in t h e  w o r l d  a r e  
t h e  f e d e r a l ,  s t a t e ,  and  l o c a l  g o v e r n m e n t a l  e n t i t i e s . ^  In f a c t ,  t h e  
d o l l a r  volume o f  d e b t  i s s u e d  f rom 1970 t o  1978 by m u n i c i p a l i t i e s  was
g
E r n s t  & Whi nney ,  How C i t i e s  Can Improve T h e i r  F i n a n c i a l  
R e p o r t i n g  (New York:  E r n s t  & Whinney ,  1 9 7 9 ) ,  P* 37-
g
Amer i can  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  A c c o u n t -  
i ng  T r e n d s  & T e c h n i q u e s  (New York:  Amer i can  I n s t i t u t e  o f  C e r t i f i e d
P u b l i c  A c c o u n t a n t s ,  1 9 7 9 ) ,  p.  352 .
^  Ro b e r t  Lamb and S t e p h e n  P. R a p p a p o r t ,  Mu n i c i p a l  Bonds (New 
York:  McGraw-Hi l l  Book Company,  1 9 8 0 ) ,  p .  3 .
a b o u t  d o u b l e  t h e  t o t a l  i s s u a n c e  o f  a l l  c o r p o r a t e  d e b t .  In c ompa r ­
ing t h e  m u n i c i p a l  and c o r p o r a t e  m a r k e t s ,  Lamb and R a p p a p o r t  n o t e  t h a t
By 1970 t h e  t o t a l  vo lume o f  new m u n i c i p a l  i s s u e s  ( t o t a l i n g  
$ 3 5 . 6  b i l l i o n )  e x c e e d e d  c o r p o r a t e  i s s u e s  ( t o t a l i n g  $ 2 5 . 6  
b i l l i o n )  by 39 p e r c e n t .  By 1973 t h e  t o t a l  volume o f  new 
m u n i c i p a l  i s s u e s  i n c r e a s e d  w h i l e  c o r p o r a t e  i s s u e s  d e c l i n e d ,  
and by 1977 t h e  m u n i c i p a l  new i s s u e  volume was t w i c e  t h a t  
o f  c o r p o r a t e  b onds .  In t h a t  y e a r  t h e  t o t a l  volume o f  new 
m u n i c i p a l  i s s u e s  r e a c h e d  $47 b i l l i o n  w h i l e  c o r p o r a t e  i s s u e s  
d e c l i n e d  t o  $25 b i l l  ion J 2
A n o t h e r  s i g n i f i c a n t  i n d i c a t i o n  o f  t h e  s i z e  d i f f e r e n c e  be tween t h e
m u n i c i p a l  and c o r p o r a t e  s e c u r i t i e s  m a r k e t s  l i e s  in t h e  f o l l o w i n g
s t a t i s t i c s .  Whi l e  t h e r e  a r e  4 0 , 0 0 0  i s s u e r s  o f  m u n i c i p a l  s e c u r i t i e s
and a p p r o x i m a t e l y  1 . 3  b i l l i o n  i s s u e s  o u t s t a n d i n g ,  t h e r e  a r e  o n l y
133 3 , 0 0 0  c o r p o r a t e  i s s u e r s  and o n l y  6 3 , 0 0 0  i s s u e s  o u t s t a n d i n g .  In 
a d d i t i o n ,  t h e  l a r g e  f i n a n c i a l  r e q u i r e m e n t s  o f  s t a t e  and l o c a l  g o v e r n ­
ment s  ha s  l e a d  t o  t h e  q u a d r u p l i n g  o f  t h e  amount  o f  m u n i c i p a l  d e b t  
j u s t  f rom 1960 t o  1977,  when t o t a l  m u n i c i p a l  d e b t  r o s e  t o  $265
14b i l l  i o n .
In t h e  wake o f  New York C i t y ' s  f i s c a l  c r i s i s ,  t h e  g r owt h  in 
m u n i c i p a l  d e b t  h a s  f o s t e r e d  some c o n c e r n  by m u n i c i p a l  i n v e s t o r s  who 
f o r e s e e  t h e  p o s s i b i 1 i t y  o f  m u n i c i p a l  d e f a u l t s  i n c r e a s i n g .  An e x a mi n ­
a t i o n  o f  n a t i o n a l  d e f a u l t  s t a t i s t i c s  r e v e a l s  t h a t  be t ween  t h e  y e a r s
^  Lamb and R a p p a p o r t ,  p.  3- 
12
Lamb and R a p p a p o r t ,  p.  7.
13 Lamb and R a p p a p o r t ,  p .  7.
14
Lamb and R a p p a p o r t ,  p .  7-
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1839 and 1969 t h e  t o t a l  number  o f  m u n i c i p a l  d e f a u l t s  was 6 , 1 9 5 ;
however ,  ^ , 7 7 0  o f  t h o s e  d e f a u l t s  o c c u r r e d  in t h e  1 9 3 0 s . ^  In t e r ms
o f  t o t a l  d o l l a r s ,  m u n i c i p a l  d e f a u l t s  have  r e s u l t e d  in v e r y  l i t t l e
pe r ma ne n t  l o s s  t o  i n v e s t o r s  when compared t o  c o r p o r a t i o n s  t h a t
16d e c l a r e d  b a n k r u p t c y  f o l l o w i n g  t h e  D e p r e s s i o n .  T h e r e  were  79
d e f a u l t s  in t h e  19**0s, 112 d u r i n g  t h e  1950s ,  and n e a r l y  300 in t h e
economi c  e x p a n s i o n  y e a r s  o f  t h e  1 9 6 0 s . ^  The s e  f i g u r e s  do i n d i c a t e
t h a t  t h e  p o s s i b i l i t y  o f  m u n i c i p a l  d e f a u l t  o r  b a n k r u p t c y  was known by
i n v e s t o r s  even  b e f o r e  New Y o r k ' s  f i s c a l  p r o b l e ms  s u r f a c e d .  However ,
g i v e n  t h e  f i n e  r epa ymen t  r e c o r d  o f  m u n i c i p a l i t i e s  and t h e  f a c t  t h a t
o n l y  e i g h t e e n  new m u n i c i p a l  b a n k r u p t c y  c a s e s  we r e  f i l e d  f rom 195^ t o  
181974,  t h e  q u e s t i o n  mus t  be r a i s e d  a s  t o  why t h e  t o p i c  o f  m u n i c i p a l  
d i s c l o s u r e  i s  so c o n t r o v e r s i a l  now. A p o s s i b l e  a n s we r  c o u l d  be
The f a c t  t h a t  t h r e e  t i m e s  a s  many m u n i c i p a l i t i e s  d e f a u l t e d  
in t h e  1960s ,  d u r i n g  what  was t h o u g h t  t o  be an economi c  
boom p e r i o d ,  a s  d e f a u l t e d  in t h e  1950s and  19^0s makes i t  
more a p p a r e n t  t h a t  c r e d i t ,  o r  r i s k ,  a n a l y s i s  o f  m u n i c i p a l  
s e c u r i t i e s  i s  o f  v i t a l  i m p o r t a n c e  . . . The l a t e s t  f i g u r e s  
f o r  t h e  1970s  show t h a t  f a r  f rom t h e  p o s s i b i l i t y  o f  f i s c a l  
c r i s e s  d i s a p p e a r i n g ,  t h e y  have  begun t o  i n v o l v e  l a r g e r  and 
more i m p o r t a n t  d e b t  i s s u e r s ,  s uc h  a s  New York C i t y  and  New 
York S l a t e  a g e n c i e s  ( a s ,  f o r  e x a m p l e ,  UDC). Thus t o d a y  i t  
i s  v i t a l l y  i m p o r t a n t  t h a t  r i s k  a n a l y s i s  o f  m u n i c i p a l  d e b t  
be b o t h  a s  up t o  d a t e  and a s  p r a c t i c a l  a s  p o s s i b l e . 19
15 Lamb and R a p p a p o r t , p.  273 .
16 Lamb and R a p p a p o r t , p .  9.
17 Lamb and R a p p a p o r t , p .  9-
18 Lamb and R a p p a p o r t , p .  273 .
19 Lamb and R a p p a p o r t , p .  9.
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I f  r i s k  a n a l y s i s  o f  m u n i c i p a l  d e b t  i s  t o  be a c c o m p l i s h e d  on a t i m e l y  
b a s i s ,  f i n a n c i a l  i n f o r m a t i o n  mus t  be s u p p l i e d  so  t h a t  an o b j e c t i v e  
e v a l u a t i o n  can  be made c o n c e r n i n g  a c i t y ' s  s t a t e  o f  f i s c a l  a f f a i r s .  
The f i n a n c i a l  s t a t e m e n t s ,  a s  an i n t e g r a l  p a r t  o f  t h e  a nnua l  r e p o r t ,  
c o u l d  be used  a s  t h e  m a j o r  d a t a  s o u r c e  i n  p r o v i d i n g  t h i s  i n f o r m a t i o n .
The m u n i c i p a l  m a r k e t p l a c e  p o s e s  s i g n i f i c a n t  p r o b l e ms  f o r  c o l ­
l e c t i n g  i n f o r m a t i o n ,  w i t h  r e s u l t i n g  i n a d e q u a c i e s  in t h e  m a r k e t i n g  and
20t r a d i n g  p r o c e s s e s .  The p r o b l e m s  a s s o c i a t e d  w i t h  t h e  c o l l e c t i o n  o f  
m u n i c i p a l  i n f o r m a t i o n  c a n  be a t t r i b u t e d  t o  two d i s t i n c t  f a c t o r s :  1)
t h e  u n i q u e  r e g u l a t o r y  e n v i r o n m e n t  t h a t  s u r r o u n d s  m u n i c i p a l i t i e s ;  and 
2) t h e  s l u g g i s h  d e v e l o p m e n t  o f  m u n i c i p a l  a c c o u n t i n g  p r i n c i p l e s  and 
r e p o r t i n g  p r a c t i c e s .
The R e g u l a t o r y  Env i r onme n t
U n l i k e  c o r p o r a t e  i s s u e r s ,  t h e  i s s u e r s  o f  m u n i c i p a l s  have  r e ­
mai ned  exempt  f rom t h e  F e d e r a l  S e c u r i t i e s  A c t s  o f  1933 and  193**. 
I s s u e s  o f  m u n i c i p a l  s e c u r i t i e s  wer e  c o n s i d e r e d  r e l a t i v e l y  sound 
i n v e s t m e n t s  in t h e  1930s  when t h e  a b i l i t y  o f  a m u n i c i p a l i t y  t o  c o v e r  
i t s  c u r r e n t  p r i n c i p a l  and  i n t e r e s t  pa yme n t s  went  u n q u e s t i o n e d  among 
m u n i c i p a l  i n v e s t o r s .  T h e r e f o r e ,  f e d e r a l  l e g i s l a t i o n  o f  t h e  m u n i c i p a l  
s e c u r i t i e s  m a r k e t  was e s s e n t i a l l y  n o n - e x i s t e n t .  S i n c e  m u n i c i p a l s  
we r e  deemed a s  " s a f e "  a nd  " s e c u r e "  i n v e s t m e n t s ,  t h e  p r e v a l e n t  l e g i s ­
l a t i v e  a t t i t u d e  mus t  have  been  t h a t  m i s r e p r e s e n t a t i o n  by m u n i c i p a l
Ronald  W. F o r b e s  and John E. P e t e r s e n ,  B u i l d i n g  a B r o a d e r  
Marke t  (New York:  McGraw-Hi l l  Book Company,  1 976 ) ,  p.  109.
21i s s u e r s  was u n l i k e l y .  I n v e s t o r s  we r e  t h o u g h t  t o  be s o p h i s t i c a t e d
enough  t o  a n a l y z e  t h e  r i s k s  i n v o l v e d .  In a d d i t i o n ,  in t h e  1 930s ,  t h e
m u n i c i p a l  m a r k e t p l a c e  was n o t  a m a j o r  s o u r c e  o f  r e v e n u e  f o r  g o v e r n -
22
ment a l  e n t i t i e s  a s  i t  i s  t o d a y .
Mor e o v e r ,  in l i g h t  o f  t h e  s t o c k  m a r k e t  c r a s h  o f  1929,  
p r i v a t e  c o r p o r a t e  s e c u r i t i e s  wer e  in d i r e  need  o f  r e g u l a ­
t i o n .  Thus ,  t h e  S e c u r i t i e s  Act  o f  1933 and t h e  S e c u r i t i e s  
Exchange  Act  o f  193^ e xempt ed  m u n i c i p a l  s e c u r i t i e s  f rom t h e  
s t r i n g e n t  r e g u l a t o r y  and r e g i s t r a t i o n  r e q u i r e m e n t s  and f rom 
t h e  g e n e r a ]  p u r v i e w  o f  t h e  newl y  formed S e c u r i t i e s  and 
Exchange  Commiss ion whi ch  was imposed on p r i v a t e  c o r p o r a t e  
s e c u r i t i e s .  The s e  s e c u r i t i e s  wer e  p e r c e i v e d  a s  p o s s i b l y  a 
g r e a t e r  r i s k  t o  t h e  i n v e s t o r  b e c a u s e  o f  t h e  g r e a t e r  p r o b a -  
b i 1 i cy o f  f r a u d  .23
However ,  s i n c e  t h e  e a r l y  1930s  t h e  c o m p o s i t i o n  o f  t h e  m u n i c i p a l  
m a r k e t p l a c e  has  c h a n g e d .  A l s o ,  t h e  p r e v i o u s l y  presumed h i g h  l e v e l  o f  
s o p h i s t i c a t i o n  o f  t h e  i n d i v i d u a l  i n v e s t o r  ha s  c h a n g e d .
D e s p i t e  t h e  f a c t  t h a t  h o l d i n g s  o f  n o n h o u s e h o l d  i n v e s t o r s  
c o m p r i s e  a l m o s t  s e v e n t y - f i v e  p e r c e n t  o f  t o t a l  m u n i c i p a l  
bond h o l d i n g s ,  t h e  l a r g e  a b s o l u t e  amount  o f  h o u s e h o l d  
h o l d i n g s  and t h e  t r e n d  t owa r d  i n v e s t m e n t  by n o n a f f l u e n t ,  
r e l a t i v e l y  u n s o p h i s t i c a t e d  i n v e s t o r s  i n c r e a s e s  t h e  p o t e n ­
t i a l  f o r  f r a u d  and  a b u s e  in t h e  m u n i c i p a l  s e c u r i t i e s  m a r k e t  
f a r  a bove  t h e  l e v e l  e x i s t i n g  when Co n g r e s s  o r i g i n a l l y  
c r e a t e d  t h e  m u n i c i p a l  bond e x e m p t i o n s  o f  t h e  1933 and  193^ 
A c t s .2^
21 Lamb and R a p p a p o r t , p.  276.
22 Lamb and R a p p a p o r t , p .  276.
23 Lamb and R a p p a p o r t , p .  276 .
2k Br uc e  N. Ha wt ho r ne , " Mu n i c i p a l  Bonds and t h e  Fe d e r a l  Secu
r i t i e s  Laws:  The R e s u l t s  o f  F o r t y  Ye a r s  o f  I n d i r e c t  R e g u l a t i o n , "
V a n d e r b i l t  Law Review,  28 ( 1 9 7 5 ) ,  565 .
T h i s  c ha nge  in t h e  c o m p o s i t i o n  o f  m u n i c i p a l  h o l d i n g s  and
i n v e s t o r  s o p h i s t i c a t i o n  was r e c o g n i z e d  b e c a u s e  o f  c e r t a i n  a b u s e s  and
s c a n d a l s  in t h e  l a t e  1960s  and e a r l y  1970s  in t h e  s t a t e s  o f  F l o r i d a  
25
and T e n n e s s e e .  A p o s i t i v e  s t e p  was t h e n  t a k e n  by t h e  f e d e r a l  
g ove r nme n t  in 1975 by e n a c t m e n t  o f  amendment s  t o  t h e  S e c u i t i e s  and 
Exchange  Act  o f  193^-  In e s s e n c e ,  t h e  amendment s  removed t h e  exemp­
t i o n  o f  b r o k e r s  and d e a l e r s  ( b u t  n o t  i s s u e r s )  who we r e  t r a d i n g  in 
m u n i c i p a l  s e c u r i t i e s  f rom r e g i s t e r i n g  w i t h  t h e  S e c u r i t i e s  and
Exchange  Commiss ion (SEC).  A key f e a t u r e  o f  t h e  amendments  was t h e
26e s t a b l i s h m e n t  o f  t h e  Mu n i c i p a l  S e c u r i t i e s  Rul emaki ng  Board .  The 
boa r d  was s e t  up t o  be an  i n d e p e n d e n t ,  s e l f - r e g u l a t o r y  body w i t h  t h e  
r e s p o n s i b i l i t y  o f  d e v e l o p i n g  r u l e s  f o r  t h e  m u n i c i p a l  s e c u r i t i e s  
i n d u s t r y .  The b o a r d ' s  a c t i o n s
. . . a r e  i n t e n d e d  t o  p r e v e n t  f r a u d u l e n t  and m a n i p u l a ­
t i v e  p r a c t i c e s ,  t o  p r o mo t e  j u s t  and e q u i t a b l e  
p r i n c i p l e s  o f  t r a d e ,  t o  f o s t e r  i n d u s t r y  c o o p e r a t i o n ,  
t o  p r o t e c t  t h e  i n v e s t i n g  p u b l i c  and t h e  p u b l i c  
i n t e r e s t  and t o  d e v e l o p  a f r e e  and ope n  m a r k e t  in 
m u n i c i p a l  s e c u r i t i e s  .27
However ,  t h e  a c t i o n s  o f  t h e  b o a r d  a r e  s u b j e c t  t o  a p p r o v a l  by t h e  SEC, 
and t h e  bo a r d  has  no d i r e c t  power s  o f  e n f o r c e m e n t .  The j u r i s d i c t i o n  
o f  t h e  bo a r d  d o e s  n o t  e x t e n d  t o  t h e  i s s u e r s  o f  m u n i c i p a l  s e c u r i t i e s .  
In f a c t ,  s p e c i a l  p r o v i s i o n s  in t h e  a c t  ( c a l l e d  t h e  "Tower  amendment")
25
Lamb and R a p p a p o r t ,  p .  279-
26
Michae l  H. G r a n o f ,  " Gove r nme n t a l  S t a n d a r d  S e t t i n g  in 
P e r s p e c t i v e , "  J o u r n a l  o f  A c c o u n t a n c y , 1^7 (March 1 9 7 9 ) ,  59.
27
G r a n o f ,  p .  59 .
s p e c i f i c a l l y  p r o h i b i t  t h e  b o a r d  f rom p r e s c r i b i n g  m u n i c i p a l  r e p o r t i n g
28and d i s c l o s u r e  r e q u i r e m e n t s .  The c o d i f i c a t i o n  o f  t h e  e x e mp t i o n  o f  
m u n i c i p a l  i s s u e r s  f rom f e d e r a l  r e g u l a t i o n  o n l y  s e r v e d  t o  add t o  t h e  
c o n f u s i o n  o v e r  who i s  r e s p o n s i b l e  f o r  a d e q u a t e  d i s c l o s u r e .
The Deve l opment  o f  Mu n i c i p a l  A c c o u n t i n g  and 
R e p o r t i n g  P r a c t i c e s
The o t h e r  f a c t o r  a f f e c t i n g  t h e  c o l l e c t i o n  o f  i n f o r m a t i o n  n e c e s ­
s a r y  t o  make a p r o p e r  a n a l y s i s  o f  a m u n i c i p a l i t y ' s  c r e d i t w o r t h i n e s s  
r e l a t e s  t o  t h e  e v o l u t i o n  o f  m u n i c i p a l  a c c o u n t i n g  and r e p o r t i n g  
p r a c t i c e s .  The p r o c e s s  o f  d e t e r m i n i n g  and d e v e l o p i n g  t h e s e  p r a c t i c e s  
has  been s u b s t a n t i a l l y  d i f f e r e n t  f rom t h a t  o f  t h e  c o r p o r a t e  s e c t o r .  
Gr a no f  n o t e d  t h a t :
. . . c o r p o r a t i o n s  had f o r  many y e a r s  a c c e p t e d  t h e  a u t h o r  
i t y  o f  r e g u l a t o r y  a g e n c i e s ,  s uc h  a s  t h e  SEC and t h e  
A c c o u n t i n g  P r i n c i p l e s  Boa r d ,  t o  e s t a b l i s h  p r i n c i p l e s  and 
r u l e s  o f  r e p o r t i n g .  S t a t e  and  m u n i c i p a l  g o v e r n m e n t s ,  by 
c o m p a r i s o n ,  so  f a r  have  n o t  been e x p o s e d  t o  s uc h  d i r e c t  
p r e s s u r e  ( f r om g r o u p s  s uc h  a s  t h e s e )  . . . 29
He a l s o  p o i n t e d  o u t  t h a t  a n o t h e r  d i f f e r e n c e  in t h e  e v o l u t i o n  o f  
a c c o u n t i n g  p r i n c i p l e s  and  p r a c t i c e s  be t we en  t h e  p u b l i c  and p r i v a t e  
s e c t o r  had t o  do w i t h  r e s e a r c h .
A c c o u n t i n g  f o r  c omme r c i a l  e n t e r p r i s e s  i s  c h a r a c t e r i z e d  by a 
s t r o n g  t r a d i t i o n  o f  r e s e a r c h  -  o n e  t h a t  ha s  l a r g e l y  been 
a b s e n t  in g o v e r n m e n t a l  a c c o u n t i n g .  W i t h i n  t h e  l a s t  s e v e r a l  
d e c a d e s ,  a c o n s i d e r a b l e  amount  o f  a c a d e m i c  and  p r o f e s s i o n a l  
e f f o r t  ha s  been e x e r t e d  in an  a t t e m p t  t o  d e v e l o p  t h e
2^ G r a n o f ,  p .  59.  
2^ G r a n o f ,  p.  57.
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t h e o r e t i c a l  u n d e r p i n n i n g s  o f  c o r p o r a t e  a c c o u n t i n g .  By 
c o m p a r i s o n ,  t h e  q u a n t i t y  and q u a l i t y  o f  r e s e a r c h  and b a s i c  
i n q u i r y  w i t h  r e g a r d  t o  m u n i c i p a l  a c c o u n t i n g  i s  r e l a t i v e l y  
m e a g e r .
So in t h e  p a s t ,  t h e  g r o w t h  o f  m u n i c i p a l  r e p o r t i n g  and  d i s c l o s u r e  
p r a c t i c e s  has  been hampered b e c a u s e  o f  a l a c k  o f  r u l e - m a k i n g  a u t h o r ­
i t y  and r e s e a r c h .
C o r p o r a t e  a c c o u n t a n t s  c o u l d  a l w a y s  l o o k  t o  g r o u p s  such  a s  t h e  
AICPA, APB, FASB, and t h e  SEC f o r  g u i d a n c e  and  l e a d e r s h i p .  Muni c i pa l  
a c c o u n t a n t s ,  on t h e  o t h e r  h a n d ,  have  n o t  been c l o s e l y  a l i g n e d  w i t h  
t h e s e  g r o u p s .  I n s t e a d ,  m u n i c i p a l  f i n a n c e  o f f i c e r s  formed t h e i r  own 
o r g a n i z a t i o n ,  t h e  Mu n i c i p a l  F i n a n c e  O f f i c e r s  A s s o c i a t i o n  (MFOA) whi ch  
ha s  been c o n c e r n e d  w i t h  a l l  a r e a s  o f  f i n a n c i a l  management ,  i n c l u d i n g  
p u b l i c  r e p o r t  i n g .
The MFOA ha s  been c l o s e l y  t i e d  t o  t h e  N a t i o n a l  Counc i l  on 
Government a l  A c c o u n t i n g  (NCGA) and  i t s  p r e d e c e s s o r  b o d i e s .  The NCGA 
has  been  l a r g e l y  r e s p o n s i b l e  f o r  t h e  e s t a b l i s h m e n t  o f  g e n e r a l l y  
a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s  (GAAP) a p p l i c a b l e  t o  g o v e r n m e n t a l  
u n i t s .  In 1968,  t h e  NCGA was r e s p o n s i b l e  f o r  t h e  c o d i f i c a t i o n  o f  t h e  
w i d e l y  q u o t e d  " b l u e  book"  o f  m u n i c i p a l  a c c o u n t i n g  e n t i t l e d  Gover n­
men t a l  A c c o u n t i n g ,  A u d i t i n g ,  and F i n a n c i a l  R e p o r t i n g  (GAAFR). A 
m a j o r  p r o b l e m w i t h  t h e  1968 GAAFR was i t s  e mp h a s i s  on t h e  i n f o r m a t i o n  
r e q u i r e m e n t s  o f  i n t e r n a l  m a n a g e r s ,  e m p h a s i ze d  by t h e  f o l l o w i n g  q u o t e :
Gover nment a l  a c c o u n t i n g  e x i s t s  f o r  t h e  p u r p o s e  o f  p r o v i d i n g  
c o m p l e t e  and a c c u r a t e  f i n a n c i a l  i n f o r m a t i o n  . . .  t o  t h e
^  G r a n o f ,  p .  58 .
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s e v e r a l  g r o u p s  o f  p e r s o n s  r e s p o n s i b l e  f o r ,  and c o n c e r n e d  
w i t h ,  t h e  o p e r a t i o n s  o f  g ov e r n m e n t a l  u n i t s  and a g e n c i e s .  
( P r i n c i p a l  u s e r  g r o u p s  wer e  i d e n t i f i e d  a s  management ,  
l e g i s l a t i v e  and g o v e r n i n g  b o d i e s ,  t h e  g e n e r a l  p u b l i c ,  
i n v e s t o r s ,  r a t i n g  a g e n c i e s ,  o t h e r  g o v e r n m e n t a l  j u r i s d i c ­
t i o n s ,  and  e d u c a t i o n a l  and r e s e a r c h  o r g a n i z a t i o n s . )
P r i m a r y  among t h e s e  ( g r o u p s )  i s  p u b l i c  management .  Both a t  
t op  and  i n t e r m e d i a t e  l e v e l s  o f  g o v e r n m e n t a l  o r g a n i z a t i o n ,  
management  mus t  r e l y  on f i n a n c i a l  r e p o r t s  in e v a l u a t i n g  
p a s t  p e r f o r ma n c e  in d a i l y  d e c i s i o n - m a k i n g ,  and in  p l a n n i n g  
f u t u r e  o p e r a t i o n s . 31
The AICPA in i t s  i n d u s t r y  a u d i t  g u i d e  e n t i t l e d  Aud i t s  o f  S t a t e  and 
Local  Government a l  U n i t s  a c k n o wl e d g e d  t h a t  GAAFR
. . .  i s  a d d r e s s e d  p r i m a r i l y  t o  f i n a n c i a l  management  and 
a c c o u n t i n g  p e r s o n n e l  o f  g o v e r n m e n t a l  u n i t s  and d e a l s  w i t h  
p r o c e d u r a l  and  management  m a t t e r s  a s  we l l  a s  a c c o u n t i n g  
p r  i nc  i pi e s
However ,  t h e  a u d i t  g u i d e  n e v e r  a d d r e s s e d  t h e  q u e s t i o n  o f  t h e  a p p l i c a ­
b i l i t y  o f  t h o s e  p r i n c i p l e s  and c o n c e p t s  in GAAFR t o  e x t e r n a l  f i n a n ­
c i a l  r e p o r t s .  I n s t e a d ,  GAAFR was a c c e p t e d  by t h e  AICPA a s  a " p a r t  o f
t h e  whol e  body o f  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s  whi ch  dea l
33s p e c i f i c a l l y  w i t h  g o v e r n m e n t a l  u n i t s . "
P u b l i c  p r e s s u r e  l e a d  t o  a r e v i s i o n  o f  t h e  1968 GAAFR by t h e  
NCGA. T h i s  GAAFR r e v i s i o n  was e n t i t l e d  S t a t e m e n t  1,  Governmenta l
31 Mu n i c i p a l  F i n a n c e  O f f i c e r s  A s s o c i a t i o n ,  Governmenta l  
A c c o u n t i n g ,  A u d i t i n g ,  a nd  F i n a n c i a l  R e p o r t i n g  ( C h i c a g o ,  111 . :
Mun i c i pa l  F i n a n c e  O f f i c e r s  A s s o c i a t i o n ,  19 80 ) ,  p .  1.
32 Amer i can  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  A u d i t s  o f  
S t a t e  and Local  Gover nment a l  U n i t s  (New York:  Amer i can I n s t i t u t e  o f
C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  1 97 5 ) ,  p .  x i .
33 Amer i can  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  A u d i t s  o f  
S t a t e  and Local  Gover nment a l  U n i t s ,  p . 9.
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A c c o u n t i n g  and F i n a n c i a l  R e p o r t i n g  P r i n c i p l e s  and was p u b l i s h e d  in 
March o f  1979.  In 1980 t h e  MFOA p u b l i s h e d  t h e  c u r r e n t  e d i t i o n  o f  
GAAFR whi ch  i n c o r p o r a t e d  t h e  r ec o mme n d a t i o n s  f o r  c h a n g e s  in m u n i c i p a l  
GAAP c o n t a i n e d  in S t a t e m e n t  1 . The s e  r ec omme nda t i ons  i n c l u d e d  
c h a n g e s  in f i n a n c i a l  r e p o r t i n g  f o r m a t s  and fund  g r o u p i n g s ;  s t a n d a r d ­
i z a t i o n  and c l a r i f i c a t i o n  o f  t h e  t r e a t m e n t  o f  e n c u m b r a n c e s ;  and 
e l i m i n a t i n g  t h e  d o u b l e  r e p o r t i n g  o f  g e n e r a l  o b l i g a t i o n  bonds  i s s u e d  
t o  f i n a n c e  e n t e r p r i s e  f u n d s .  The r e v i s i o n  o f  GAAFR a t t e m p t e d  t o  be 
more r e s p o n s i v e  t o  t h e  i n f o r m a t i o n  n e e ds  o f  e x t e r n a l  u s e r s .  T h i s  was 
e v i d e n c e d  by t h e  s t a t e m e n t  in t h e  f i r s t  c h a p t e r  o f  t h e  c u r r e n t  GAAFR 
wher e  t h e  i mp o r t a n c e  o f  t h e  i n f o r m a t i o n  n e e d s  o f  g r o u p s  o t h e r  t ha n  
p u b l i c  management  was s t r e s s e d .  However ,  w h i l e  r e c o g n i z i n g  t h e  
i n f o r m a t i o n  n e e d s  o f  e x t e r n a l  u s e r s ,  t h e  NCGA s u g g e s t e d  t h a t  any 
i n f o r m a t i o n  s p e c i f i c a l l y  d i r e c t e d  t o  them be i n c l u d e d  in t h e  annua l  
r e p o r t  add  i t  ion t o  t h e  a l r e a d y  v o l umi no u s  d a t a  a l r e a d y  c o n t a i n e d  
t h e r e i n .  A d d i t i o n a l l y ,  t h e  r e v i s i o n  d i d  n o t  de a l  w i t h  c o n c e p t u a l  
i s s u e s  s uc h  a s  d e p r e c i a t i o n ,  c o n s o l i d a t i o n ,  r e v e n u e  and  e x p e n s e  
r e c o g n i t i o n ,  a p p r o p r i a t e  o v e r a l l  a c c o u n t i n g  mode l ,  e t c .
THE CURRENT STATE OF MUNICIPAL DISCLOSURE
As p a r t  o f  a b r o a d e r  s t u d y ,  Coope r s  & Lybrand  in c o n j u n c t i o n
3bw i t h  t h e  U n i v e r s i t y  o f  Mi c h i ga n  exa mi ned  and compared  t h e  annua l  
f i n a n c i a l  r e p o r t s  o f  Gene r a l  Mot or s  C o r p o r a t i o n  (GM) and a l a r g e
3b Cooper s  & Lybrand  and t h e  U n i v e r s i t y  o f  Mi c h i g a n ,  F i n a n c i a l  
D i s c l o s u r e  P r a c t i c e s  o f  t h e  Amer i can  C i t i e s  -  A P u b l i c  Re p o r t  (New 
York:  Cooper s  & Ly b r a n d ,  1 9 7 6 ) ,  p .  9.
u n i d e n t i f i e d  Amer i can  c i t y .  The a u t h o r s  n o t e d  t h a t  a l t h o u g h  GM was 
c o n s i d e r a b l y  l a r g e r  t h a n  t h e  c i t y  in t e r ms  o f  g r o s s  r e v e n u e s  ($31 
b i l l i o n  v e r s u s  $1 b i l l i o n ) ,  and  number  o f  e mp l o y e e s  ( 7 3 ^ , 0 0 0  v e r s u s  
5 0 , 0 0 0 ) ,  t h e  a nnua l  r e p o r t  was o n e - t e n t h  o f  t h e  s i z e  o f  t h e  c i t y
O C
r e p o r t .  In f a c t ,  t h e  GM r e p o r t  c o n t a i n e d  2b p a g e s  ( o f  whi ch  more 
t h a n  10 p a g e s  were  d e v o t e d  t o  an  e x p l a n a t i o n  o f  t h e  c o mp a n y ' s  o p e r a ­
t i o n s ) ,  w h i l e  t h e  c i t y  r e p o r t  c o n s i s t e d  o f  225 p a g e s ,  i n c l u d i n g  o v e r  
200 p a g e s  o f  d e t a i l e d  s c h e d u l e s .  The c i t y  a n n u a l  r e p o r t  i n c l u d e d  
much i n f o r m a t i o n  wh i ch  was c l e a r l y  r e l e v a n t  o n l y  t o  i n t e r n a l  manage­
men t ,  i n c l u d i n g  "more  t h a n  2 , 0 0 0  n u m e r i c a l  c o d e s  u s e d  i n t e r n a l l y  t o
37i d e n t i f y  a c c o u n t s ,  f u n d s  and  p r o j e c t s . "  However ,  t h e  amount  o f  t h e  
c i t y ' s  a c c r u e d  s i c k  l e a v e  and  v a c a t i o n  o b l i g a t i o n s  wer e  n o t  d i s c l o s e d  
w i t h i n  t h e  225 p a g e s  o f  t h e  r e p o r t ,  l e a d i n g  t h e  a u t h o r s  t o  q u e s t i o n  
w h e t h e r  " t a x p a y e r s  and c r e d i t o r s  a r e  more c o n c e r n e d  w i t h  i n t e r n a l  
a c c o u n t  numbers  t h a n  w i t h  m i l l i o n s  o f  d o l l a r s  in u n r e c o r d e d  l i a b i l -
•jO
i t i e s ? "  Thr ough  an e x a m i n a t i o n  o f  o t h e r  c i t y  a nnua l  r e p o r t s  t h e  
a u t h o r s  a l s o  f ound t h a t  a " s i g n i f i c a n t  d e g r e e  o f  n o n - c o m p l i a n c e  w i t h ,  
and  s u b s t a n t i a l  d i v e r s i t y  in a d h e r i n g  t o ,  g e n e r a l l y  a c c e p t e d
35 Cooper s S Lybrand  and t h e  U n i v e r s i t y  o f  M i c h i g a n , A P u b l i c
R e p o r t , p.  9.
36 Cooper s & Lybrand and t h e  U n i v e r s i t y  o f  Mi c h i g a n , A P u b l i c
R e p o r t , p.  10.
37 Cooper s & Lybrand and t h e  U n i v e r s i t y  o f  M i c h i g a n , A P u b l i c
R e p o r t , p.  10.
38 Coopers & Lybrand and t h e  U n i v e r s i t y  o f  Mi c h i g a n , A P u b l i c
R e p o r t , p . 10.
39a c c o u n t i n g  p r i n c i p l e s  a n d / o r  recommendat ions  s e t  f o r t h  in GAAFR" 
e x i  s t e d .
The c u r r e n t  problems a s s o c i a t e d  w i t h  muni c i pal  r e p o r t i n g  and 
d i s c l o s u r e  p r a c t i c e s  s tem from t h e  f a c t  t h a t  the  r e p o r t i n g  and d i s ­
c l o s u r e  p r a c t i c e s  recommended in t h e  GAAFR and in p u b l i c a t i o n s  o f  t he  
MFOA a r e  o n l y  recommendat ions  and not  r e q u i r e d .  Even though t he  MFOA
has i s s u e d  a s e t  o f  un i f orm,  but v o l u n t a r y ,  d i s c l o s u r e  g u i d e l i n e s  f or
40i s s u e r s  o f  t ax - e xe mpt  s e c u r i t i e s ,  c r i t i c s  s t i l l  argue  t h a t
The change ( i n  r e p o r t i n g  and d i s c l o s u r e  p r a c t i c e s )  
from two y e ar s  ago has been v e r y  c o n s t r u c t i v e  . . .
But we s t i l l  f i n d  t h a t  t h e  m u n i c i p a l i t i e s  d o n ' t  
p r e s e n t  a l l  t he  f a c t s  we would l i k e  t o  s e e .
Vol unt ary  c omp l i anc e  c o u p l e d  w i t h  d i f f e r e n c e s  in s t a t e  s e c u r i t i e s
l aws ,  have r e s u l t e d  in a l a c k  o f  u n i f o r m i t y  in muni c i pa l  r e p o r t i n g
t h a t  p r o h i b i t s  t he  c o m p a r a b i l i t y  and i n t e r p r e t a b i 1 i t y  o f  municipal
annual  r e p o r t s .  One Dean Wi t t e r  & Company o f f i c i a l  commented t h a t :
"A Lou i s i ana  r e por t  may make a l o t  o f  s e n s e  down t h e r e ,  but i t  may
not  meet  t he  common s tandard f o r  adequat e  f i n a n c i a l  r e p o r t i n g  ( i n  New 
k2Yor k) . "  The l a c k  o f  u n i f o r m i t y  in r e p o r t i n g  p r a c t i c e s  i s  f u r t h e r
39 Cooper s  & Lybrand  and  t h e  U n i v e r s i t y  o f  M i c h i g a n ,  A Publ  i c  
R e p o r t , p .  26 .
ko See Mu n i c i p a l  F i n a n c e  O f f i c e r s  A s s o c i a t i o n ,  D i s c l o s u r e  
G u i d e l i n e s  f o r  S t a t e  and  Local  Gover nment s  ( C h i c a g o ,  11 1 . :  
Mu n i c i p a l  F i n a n c e  O f f i c e r  A s s o c i a t i o n ,  1979)*
**1 " M u n i c i p a l s :  A D r i v e  f o r  F u l l e r  D i s c l o s u r e , "  B u s i n e s s
Week, 19 Se p t e mbe r  1977,  P* 101.
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" M u n i c i p a l s :  A D r i v e  f o r  F u l l e r  D i s c l o s u r e , "  p. 101.
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e v i d e n c e d  by a Wall  S t r e e t  a n a l y s t  who n o t e d  t h a t  b o t h  t h e  s t a t e s  o f
Wa s h i ng t on  and Oregon i s s u e  " f i n a n c i a l  r e p o r t s  e v e r y  two y e a r s  r a t h e r
t h a n  t h e  c u s t o m a r y  onc e  a y e a r .  As a r e s u l t ,  m a r k e t  a n a l y s t s  c a n n o t
if 3
a l w a y s  i s o l a t e  wha t  has  gone  on in any  s i n g l e  y e a r . "
The w e l 1- p u b l i c i z e d  f i n a n c i a l  d i f f i c u l t i e s  o f  Amer i can  c i t i e s ,  
mos t  n o t a b l y  New York ,  and  C l e v e l a n d ,  have  f o c u s e d  a g r e a t  d e a l  o f  
a t t e n t i o n  on t h e  r e p o r t i n g  p r a c t i c e s  o f  m u n i c i p a l i t i e s .  The f o l l o w ­
ing i l l u s t r a t e s  t h e  g r owi ng  c o n c e r n  o v e r  m u n i c i p a l  d i s c l o s u r e  and 
r e p o r t i n g  p r a c t i c e s :
The ( m u n i c i p a l  bond)  i n d u s t r y  i s  r u n n i n g  q u i t e  s c a r e d .  
A l t h o u g h  d i s c l o s u r e  i s  r e q u i r e d  u n d e r  S e c t i o n  10B-5 o f  t h e  
S e c u r i t i e s  Act  o f  193^ ,  t h e r e  i s  v e r y  l i t t l e  p r e c e d e n t  a s  
t o  what  i s  p e r t i n e n t .  New York ha s  ope ne d  a " P a n d o r a ' s  Box" 
o f  i t e ms  t o  be d i s c l o s e d .  Even more  c r i t i c a l ,  who i s  
r e s p o n s i b l e  and wha t  mus t  be d i s c l o s e d ? ^
In an  e f f o r t  t o  improve  d i s c l o s u r e ,  t h e  SEC has  s u p p o r t e d
l e g i s l a t i o n  t o  g i v e  m u n i c i p a l  a c c o u n t i n g  r u l e - m a k i n g  a u t h o r i t y  t o  t h e
5
F e d e r a l  g o v e r n m e n t .  The SEC c o n t e n d s  t h a t
Wi th  no power  t o  r e q u i r e  a n y o n e  t o  d i s c l o s e ,  t h e n  c e r t a i n l y  
t h e  o n e s  t h a t  would o r d i n a r i l y  d i s c l o s e  w i l l  do s o .  But  
t h e  o n e s  t h a t  d o n ' t  wan t  t o  d i s c l o s e ,  o r  have  p r o b l e m s ,  
s i m p l y  w o n ' t  d i s c l o s e . ^6
k-i
" M u n i c i p a l s :  A D r i v e  f o r  F u l l e r  D i s c l o s u r e , "  p .  101.
llfy
John J .  C l a r k ,  "Some Re c e n t  T r e n d s  in Mu n i c i p a l  C o r p o r a t e  
S e c u r i t i e s  M a r k e t s :  An I n t e r v i e w  w i t h  B r e n t o n  W. H a r r i e s ,  P r e s i d e n t
o f  S t a n d a r d  & P o o r ' s  C o r p o r a t i o n , "  F i n a n c i a l  Management , 5 ( S p r i n g  
1 976 ) ,  13.
hS " M u n i c i p a l s :  A D r i v e  f o r  F u l l e r  D i s c l o s u r e , "  p .  101.
A6
" M u n i c i p a l s :  A D r i v e  f o r  F u l l e r  D i s c l o s u r e , "  p. 101.
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M u n i c i p a l i t i e s  a r e  b e i n g  c o n f r o n t e d  by c r e d i t o r s ,  i n v e s t o r s ,
g ove r nme n t  o f f i c i a l s ,  a nd  t a x p a y e r s ,  f o r  " c o n c i s e ,  u n d e r s t a n d a b l e
it 7
i n f o r m a t i o n  a b o u t  t h e i r  f i n a n c e s . "
R i s i n g  e x p e n d i t u r e s  and  e r o d i n g  t a x  b a s e s  have  h e i g h t ­
ene d  c o n c e r n  o v e r  u r b a n  f i n a n c i a l  management ,  p r o m p t i n g  
i n v e s t o r s ,  u n d e r w r i t e r s ,  t h e  newsmedi a ,  l e g i s l a t o r s ,  and 
c i v i c  g r o u p s  -  n e a r l y  e v e r y o n e  w i t h  an  i n t e r e s t ,  in f a c t  -  
t o  c a l l  f o r  t h e  s e t t i n g  o f  s t r i c t  s t a n d a r d s  f o r  a m u n i c i p a l  
f i n a n c i a l  d i s c l o s u r e  d i s c i p l i n e .  ®
Given t h i s  c o n c e r n  o v e r  m u n i c i p a l  f i n a n c i a l  d i s c l o s u r e ,  s y s t e m a t i c  
r e s e a r c h  i n t o  t h e  p r o b l e m s  a s s o c i a t e d  w i t h  m u n i c i p a l  d i s c l o s u r e  seems 
w a r r a n t e d .
Two s o u r c e s  o f  m u n i c i p a l  f i n a n c i a l  i n f o r m a t i o n ,  whi ch  c o u l d  be 
c o n s i d e r e d  a s  h a v i n g  m a j o r  i m p o r t a n c e ,  a r e  t h e  o f f i c i a l  o f f e r i n g  
s t a t e m e n t  and t h e  a n n u a l  f i n a n c i a l  r e p o r t .  The o f f e r i n g  s t a t e m e n t ,  
s i m i l a r  t o  t h e  c o r p o r a t e  s e c u r i t y  p r o s p e c t u s ,  i s  p r e s e n t e d  o n l y  when 
a m u n i c i p a l i t y  o f f e r s  a new i s s u e  o f  b o n d s .
B a s i c a l l y ,  t h e  o f f i c i a l  s t a t e m e n t  i s  a l e g a l  document  whi ch  
s umma r i z es  a l l  t h e  s a l i e n t  f e a t u r e s  o f  t h e  u n d e r l y i n g  
doc ume n t s  and a g r e e m e n t s  wh i c h  s u p p o r t  t h e  o f f e r i n g .  . . . 
U n l i k e  a c o r p o r a t e  p r o s p e c t u s ,  t h e  m u n i c i p a l i t y ' s  o f f i c i a l  
s t a t e m e n t  i s  n e i t h e r  r e g i s t e r e d  n o r  r e v i e we d  by t h e  SEC.
The c o n t e n t  a nd  f o r m a t  o f  t h e  o f f i c i a l  s t a t e m e n t  de pend  on 
t h e  t y p e  o f  s e c u r i t y  . . . and  t h e  c o m p l e x i t y  o f  t h e  
i s s u a n c e  i t s e l f . ^9
k7 Cooper s  & L y b r a n d ,  F i n a n c i a l  D i s c l o s u r e  P r a c t i c e s  o f  t h e  
Amer i can  C i t i e s  II -  C l o s i n g - t h e  Communica t i on  Gap (New York:  
Coope r s  & Ly b r a n d ,  1 9 7 8 ) ,  p .  5*
Zf8
Cooper s  & L y b r a n d ,  C l o s i n g  t h e  Communica t i on  Gap , p.  5.
if g
Lamb and R a p p a p o r t ,  pp .  2 8 7 - 8 8 .
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An o f f i c i a l  s t a t e m e n t ,  a l t h o u g h  i t  i n c l u d e s  d a t a  o f  i n t e r ­
e s t  t o  a v a r i e t y  o f  i n v e s t o r s ,  i s  d i r e c t e d  t o  p o t e n t i a l  
i n v e s t o r s .  P r e s e n t  i n v e s t o r s ,  howe ve r ,  f a c e d  w i t h  a 
d e c i s i o n  t o  ho l d  o r  s e l l  t h e i r  m u n i c i p a l  o b l i g a t i o n s ,  have  
t h e  same i n f o r m a t i o n  n e e d s  a s  p r o s p e c t i v e  i n v e s t o r s .  The 
r e l a t i v e  r i s k s  o f  an i n i t i a l  o f f e r i n g  a r e  s u b s t a n t i a l l y  t h e  
same a s  t h o s e  in t h e  s e c o n d a r y  m a r k e t . 50
However ,  f o r  a " c o n t i n u o u s  f l o w o f  c u r r e n t  i n f o r m a t i o n  on t h e  c r e d i t ­
w o r t h i n e s s  and f i n a n c i a l  o p e r a t i o n s  o f  c i t i e s ,  . . . t h e  annua l  
f i n a n c i a l  r e p o r t ,  i s  ( a t  l e a s t )  e q u a l l y  i m p o r t a n t  . . . " ^  C u r r e n t  
e m p i r i c a l  and n o r m a t i v e  r e s e a r c h  ( P a t t o n ,  1976;  Coope r s  & Lybr and ,  
1976,  1978;  B o y e t t  and  G i r o u x ,  1978;  and  Ba r on ,  1978) has  g i v e n  
s u p p o r t  t o  t h e  s u p p o s i t i o n  t h a t  m u n i c i p a l  a n n u a l  r e p o r t s  a r e  u s e d .  
However ,  t h e  q u e s t i o n  o f  t h e  d e g r e e  o f  u s e f u l n e s s  and t h e  a d e q u a c y  o f  
t h e  i n f o r m a t i o n  p r e s e n t e d  in  t h e  r e p o r t  ha s  n o t  been a d d r e s s e d .  
C e r t a i n l y  t h e  u t i l i t y  o f  a p a r t i c u l a r  r e p o r t  i s  a f u n c t i o n  o f  t h e  
a d e q u a c y  o f  t h e  i n f o r m a t i o n  p r e s e n t e d  t h e r e i n .  T h e r e f o r e ,  t h e  
i n v e s t i g a t i o n  o f  t h e  d i s c l o s u r e  and  r e p o r t i n g  p r a c t i c e s  o f  m u n i c i p a l ­
i t i e s  would a p p e a r  t o  be j u s t i f i e d  on t h e  g r o u n d s  t h a t  m u n i c i p a l  
r e p o r t s  a r e  u s e d  and t h a t  t h e  p o t e n t i a l  f o r  g r e a t e r  u t i l i z a t i o n  may 
r e s u l t  f rom t h a t  i n v e s t i g a t i o n .
NATURE OF THE PROBLEM 
The p r o c e s s  o f  e s t a b l i s h i n g  a d e q u a t e  d i s c l o s u r e  and r e p o r t i n g
Cooper s  & Ly b r a n d ,  C l o s i n g  t h e  Communica t i on  Gap, p.  37.
C. David Ba r on ,  "The  D i s t r i b u t i o n  a nd  T i m e l i n e s s  o f  t h e  
Annual  Mu n i c i p a l  F i n a n c i a l  R e p o r t , "  Working p a p e r ,  Amer i can  A c c o u n t ­
ing A s s o c i a t i o n ,  1978,  pp .  2 - 3 .
18
p r a c t i c e s  ca n  be b r o k e n  down i n t o  t h e  f o l l o w i n g  e l e m e n t s :  (1)
i d e n t i f y i n g  u s e r s  o f  e x t e r n a l  m u n i c i p a l  r e p o r t s ,  (2)  i d e n t i f y i n g  t h e  
i n f o r m a t i o n  r e q u i r e m e n t s  o f  c u r r e n t  and  p o t e n t i a l  u s e r s ,  (3)  a s c e r ­
t a i n i n g  t h e  e x t e n t  t o  wh i c h  u s e r s '  i n f o r m a t i o n  r e q u i r e m e n t s  a r e  
c u r r e n t l y  b e i n g  me t ,  and (4)  e s t a b l i s h i n g  e m p i r i c a l l y  t e s t e d  a c c o u n t ­
ing p r i n c i p l e s  b a s e d  on t h e  i n f o r m a t i o n  n e e d s  o f  u s e r s .  Whi l e  t h e s e  
p r o b l e m s  a r e  i n h e r e n t l y  r e l a t e d ,  e a c h  in  and o f  i t s e l f  i s  a r e s e a r c h -  
a b l e  s u b j e c t  a r e a .  C u r r e n t  e m p i r i c a l  and n o r m a t i v e  r e s e a r c h  has  
i d e n t i f i e d  u s e r s  o f  m u n i c i p a l  a nnua l  r e p o r t s  and a l s o  s u r v e y e d  u s e r s '  
o p i n i o n s  a s  t o  t h e  u s e f u l n e s s  o f  s uc h  r e p o r t s .  C u r r e n t  and p o t e n t i a l  
u s e r s  i n c l u d e :  c omme r c i a l  b a n k e r s ,  u n d e r w r i t e r s ,  m u n i c i p a l  bond
f u n d s ,  i n s u r a n c e  c o m p a n i e s ,  r a t i n g  a g e n c i e s ,  i n v e s t m e n t  b r o k e r s ,
e l e c t e d  and a p p o i n t e d  g o v e r n m e n t  o f f i c i a l s ,  o r g a n i z e d  l a b o r  and 
52t a x p a y e r s .
In an  a t t e m p t  t o  a s s i s t  u s e r s  and p r e p a r e r s  o f  m u n i c i p a l  a nnua l  
r e p o r t s ,  c e r t a i n  i n t e r e s t e d  g r o u p s  ha ve  c o n c e r n e d  t h e m s e l v e s  w i t h  t h e  
e s t a b l i s h m e n t  o f  f u n d a m e n t a l  g o v e r n m e n t a l  a c c o u n t i n g  p r i n c i p l e s .  The
MFOA, t h e  NCGA, t h e  SEC, and  t h e  Amer i can  A c c o u n t i n g  A s s o c i a t i o n  
(AAA), a s  we l l  a s  t h e  AICPA, ha ve  c o n c e r n e d  t h e m s e l v e s  w i t h  t h e  
r e p o r t i n g  a s p e c t s  o f  g o v e r n m e n t a l  a c c o u n t i n g .  However ,  t h e  r e s e a r c h  
o f  t h e s e  g r o u p s  f o l l o w e d  a n o r m a t i v e  a p p r o a c h ,  i . e . ,  t h e y  a d v o c a t e d  
c h a n g e s  in m u n i c i p a l  a c c o u n t i n g  p r i n c i p l e s  b a s e d  on " p e r c e i v e d "  
i n f o r m a t i o n a l  n e e d s  o f  i d e n t i f i e d  u s e r s  and t h e  " p e r c e i v e d "  e f f e c t s  
o f  t h o s e  c h a n g e s .
52
Cooper s  & Ly b r a n d ,  C l o s i n g  t h e  Communica t i on  Gap,  p.  12.
A more l o g i c a l  s t a r t i n g  p o i n t  in t h e  d e v e l o p m e n t  o f  m u n i c i p a l  
a c c o u n t i n g  p r i n c i p l e s  woul d  seem t o  be t o  (1)  i d e n t i f y  t h e  n e e d s  o f  
u s e r s ,  and (2)  t h e n  d e t e r m i n e  t h e  e x t e n t  t o  wh i c h  t h o s e  n e e d s  a r e  
c u r r e n t l y  b e i n g  met  by e x a m i n i n g  c u r r e n t  r e p o r t i n g  p r a c t i c e s .  The 
i d e n t i f i c a t i o n  o f  u s e r s '  i n f o r m a t i o n a l  n e e d s  and t h e  e x a m i n a t i o n  o f  
c u r r e n t  m u n i c i p a l  r e p o r t i n g  and  d i s c l o s u r e  p r a c t i c e s  would  a i d  in 
p i n p o i n t i n g  a ny  m a j o r  s h o r t c o m i n g s  in m u n i c i p a l  r e p o r t i n g .  T h i s  
e x a m i n a t i o n  may t h e n  l e a d  t o  i mpr ove me n t s  i n  t h e  e x t e n t  o f  m u n i c i p a l  
a n n u a l  r e p o r t  d i s c l o s u r e .
PURPOSE OF THE STUDY
A m a j o r  o b j e c t i v e  o f  t h e  m u n i c i p a l  a n n u a l  r e p o r t  i s  t o  p r o v i d e  
i n f o r m a t i o n  wh i c h  a i d s  a nd  s u p p o r t s  t h e  d e c i s i o n - m a k i n g  p r o c e s s  o f  a 
u s e r  o f  t h a t  r e p o r t .  Whe t he r  o r  n o t  t h i s  o b j e c t i v e  i s  a c h i e v e d  can 
be d e t e r m i n e d  by an e x a m i n a t i o n  o f  wha t  i n f o r m a t i o n  i s  d i s c l o s e d  in 
t h e  r e p o r t  and how u s e f u l  t h a t  i n f o r m a t i o n  i s  t o  t h e  d e c i s i o n - m a k i n g  
p r o c e s s  o f  a u s e r .
T h i s  s t u d y  i s  c o n c e r n e d  w i t h  d i s c l o s u r e  in p u b l i s h e d  m u n i c i p a l  
a n n u a l  r e p o r t s .  In r e c e n t  y e a r s ,  m u n i c i p a l  r e p o r t i n g  in a nnua l  
r e p o r t s  ha s  been s e v e r e l y  c r i t i c i z e d  on t h e  g r o u n d s  o f  i n a d e q u a t e  
d i s c l o s u r e  o f  i m p o r t a n t  i n f o r m a t i o n .  The p u r p o s e  o f  t h i s  s t u d y  i s  t o  
e xa mi ne  t h e  e x t e n t  o f  d i s c l o s u r e  i n  m u n i c i p a l  a n n u a l  r e p o r t s .  A 
s e c o n d a r y  p u r p o s e  i s  t o  d e t e r m i n e  w h e t h e r  two c i t y  c h a r a c t e r i s t i c s , 
a u d i t  s t a t u s  and  c i t y  s i z e ,  i n f l u e n c e  t h e  e x t e n t  o f  d i s c l o s u r e .  The 
t e r m  " e x t e n t  o f  d i s c l o s u r e "  d e n o t e s  t h e  d e t a i l  i n  wh i c h  s e l e c t e d  
i t e ms  o f  i n f o r m a t i o n  a r e  p r e s e n t e d  in m u n i c i p a l  a nnua l  r e p o r t s .
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Very l i t t l e  i s  known a b o u t  t h e  f a c t o r s  wh i c h  c o n t r i b u t e  t o  o r  
i n f l u e n c e  t h e  o b s e r v e d  d i f f e r e n c e s  in t h e  e x t e n t  o f  m u n i c i p a l  annua l  
r e p o r t  d i s c l o s u r e .  T h e r e f o r e ,  a f t e r  m e a s u r i n g  t h e  e x t e n t  o f  d i s c l o ­
s u r e  in a s a mpl e  o f  m u n i c i p a l  a nnua l  r e p o r t s ,  t h e  r e l a t i o n s h i p  
be t ween  e x t e n t  o f  d i s c l o s u r e  and two c i t y  c h a r a c t e r i s t i c s  w i l l  be 
exami ned  t o  d e t e r m i n e  w h e t h e r  t h o s e  c h a r a c t e r i s t i c s  i n f l u e n c e  o r  
e x p l a i n  a ny  o b s e r v e d  v a r i a t i o n s  in m u n i c i p a l  a nnua l  r e p o r t  d i s c l o ­
s u r e .  A u d i t  s t a t u s  r e f e r s  t o  w h e t h e r  o r  n o t  a r e p o r t  was a u d i t e d  by 
an i n d e p e n d e n t  f i r m  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s  (CPA),  w h i l e  
p o p u l a t i o n  i s  u s e d  a s  a s u r r o g a t e  f o r  c i t y  s i z e .  The f o l l o w i n g  two 
s e c t i o n s  e x p l a i n  t h e  r a t i o n a l e  f o r  e x a m i n i n g  t h e s e  two c h a r a c t e r i s ­
t i c s .
A u d i t  S t a t u s
I f  a m u n i c i p a l i t y  p r e p a r e s  i t s  own f i n a n c i a l  r e p o r t ,  t h e r e  may 
be c a u s e  f o r  c o n c e r n  by i n v e s t o r s  and m u n i c i p a l  a n a l y s t s  s i n c e  t h e  
p r e p a r e r  o f  t h e  r e p o r t ,  a s  an e mpl oyee  o f  t h e  m u n i c i p a l  g o v e r n m e n t ,  
may n o t  be p e r c e i v e d  a s  b e i n g  s e p a r a t e  f rom t h e  f i n a n c i a l  ma n a g e r s  o f  
t h e  m u n i c i p a l i t y .  Be c a u s e  i n d e p e n d e n c e  may n o t  e x i s t ,  a l a c k  o f  
o b j e c t i v i t y  on t h e  p a r t  o f  t h e  p r e p a r e r  may i n f l u e n c e  w h a t ,  and t h e  
e x t e n t  t o  w h i c h ,  i n f o r m a t i o n  i s  d i s c l o s e d  in t h e  a nnua l  r e p o r t .
T h e r e f o r e ,  t h e r e  i s  some r e a s o n  t o  e x p e c t  t h a t  t h e  e x t e n t  o f  
d i s c l o s u r e  c o u l d  be a s s o c i a t e d  w i t h  w h e t h e r  a c i t y ' s  f i n a n c i a l  
s t a t e m e n t s  a r e  a u d i t e d  o r  n o t  a u d i t e d  by an  i n d e p e n d e n t  CPA. I f  an 
i n d e p e n d e n t  CPA a t t e s t s  t o  t h e  c r e d i b i l i t y  o f  a s e t  o f  f i n a n c i a l  
s t a t e m e n t s ,  t h e  s t a t e m e n t s  s h o u l d  i n c l u d e  t h e  d i s c l o s u r e  o f  a l l
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p e r t i n e n t  f i n a n c i a l  i n f o r m a t i o n .  T h a t  i s ,  t h e  CPA i s  r e q u i r e d  t o  
e n s u r e  t h a t  t h e  n i n t h  g e n e r a l l y  a c c e p t e d  a u d i t i n g  s t a n d a r d  r e l a t i n g  
t o  a d e q u a t e  d i s c l o s u r e  i s  f o l l o w e d .  In a d d i t i o n ,  t h e  CPA i s  bound by 
t h e  a c c o u n t i n g  p r o f e s s i o n ' s  a u t h o r i t a t i v e  p r o n o u n c e m e n t s  and g u i d e ­
l i n e s  (GAAP) whi ch  s t a t e  t h a t  c e r t a i n  i n f o r m a t i o n  i t e ms  a r e  s u b j e c t  
t o  ma n d a t o r y  d i s c l o s u r e .  F i n a n c i a l  s t a t e m e n t s  o f  g o v e r n m e n t a l  u n i t s  
t h a t  a r e  n o t  a u d i t e d  may o r  may n o t  i n c l u d e  t h e s e  d i s c l o s u r e s .
In r e f e r r i n g  t o  a u d i t  s t a t u s ,  t h e  t e r m " n o t  a u d i t e d "  s h o u l d  n o t  
be c o n f u s e d  w i t h  u n a u d i t e d  f i n a n c i a l  s t a t e m e n t s  p r e p a r e d  by a CPA.
Nor d o e s  t h e  t e r m r e l a t e  t o  f i n a n c i a l  s t a t e m e n t s  r e s u l t i n g  f rom a 
c o m p i l a t i o n  o r  r e v i e w  by a CPA. For  p u r p o s e s  o f  t h i s  s t u d y ,  t h e  t e r m 
n o t  a u d i t e d  i n d i c a t e s  t h a t  an  i n d e p e n d e n t  CPA was n o t  a s s o c i a t e d  in 
a ny  way w i t h  t h e  f i n a n c i a l  s t a t e m e n t s  i n  q u e s t i o n .
C i t y  S i z e
The e x t e n t  o f  d i s c l o s u r e  in a m u n i c i p a l  a nnua l  r e p o r t  may be 
a s s o c i a t e d  w i t h  t h e  i n t e r n a l  n e e d s  f o r  i n f o r m a t i o n  by a m u n i c i p a l i t y .  
T h a t  i s ,  t h e  i n f o r m a t i o n  p r o v i d e d  in t h e  r e p o r t  and t h e  e x t e n t  o f  i t s  
d i s c l o s u r e  may be a f u n c t i o n  o f  t h e  i n f o r m a t i o n  ne e ded  by i n t e r n a l  
m u n i c i p a l  management .  Manage r s  i n  some m u n i c i p a l i t i e s  need  more 
i n f o r m a t i o n  t o  p e r f o r m  t h e i r  d u t i e s  t h a n  ma n a g e r s  in o t h e r  m u n i c i p a l ­
i t i e s .  T h i s  f a c t  i s  a t t r i b u t a b l e  t o  s u c h  f a c t o r s  a s  t h e  l e v e l  o f  
s e r v i c e s  p r o v i d e d  by t h e  m u n i c i p a l i t y ,  u n c e r t a i n t i e s  f a c i n g  t h e  
m u n i c i p a l i t y ,  and t h e  c o m p l e x i t y  o f  m u n i c i p a l  o p e r a t i o n s .  More 
i n f o r m a t i o n  i s  ne e ded  t o  manage and  c o n t r o l  compl ex  o r g a n i z a t i o n s  
t h a n  s i m p l e  o n e s .  C o m p l e x i t y ,  in t u r n ,  i s  a f u n c t i o n  o f  c i t y  s i z e ,
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number  o f  f u n c t i o n s  p r o v i d e d  by t h e  c i t y ,  number  o f  e mp l o y e e s ,  e t c .  
One way in whi ch  t h e  s i z e  o f  a c i t y  can  i mpac t  on c o m p l e x i t y  i s  in 
t e r ms  o f  i t s  p o p u l a t i o n .
A number  o f  p o s s i b l e  r e a s o n s  can  be o f f e r e d  t o  s u p p o r t  t h i s  a 
p r i o r i  e x p e c t a t i o n  t h a t  t h e  e x t e n t  o f  d i s c l o s u r e  i s  p o s i t i v e l y  
a s s o c i a t e d  w i t h  c i t y  s i z e  a s  me a s u r e d  by p o p u l a t i o n .  L a r g e r  c i t i e s  
g e n e r a l l y  have  a g r e a t e r  number  o f  d e b t  o f f e r i n g s  t h a n  s m a l l e r  
c i t i e s ,  and t h e r e f o r e  may be i n c l i n e d  t o  d i s c l o s e  i n f o r m a t i o n  t o  a 
g r e a t e r  e x t e n t  t o  s a t i s f y  c r e d i t  g r a n t o r s .  A l s o ,  l a r g e r  c i t i e s  a r e  
g e n e r a l l y  s u b j e c t  t o  a g r e a t e r  amount  o f  p u b l i c  a t t e n t i o n  and s c r u ­
t i n y  t h a n  s m a l l e r  c i t i e s .  The s i z e  o f  a c i t y  may a l s o  be an i n d i c a ­
t i o n  o f  t h e  l e v e l  o f  s o p h i s t i c a t i o n  o f  t h e  f i n a n c i a l  a c c o u n t i n g  and 
r e p o r t i n g  s y s t e m .  For  e x a m p l e ,  a c i t y  w i t h  a s mal l  p o p u l a t i o n ,  low 
b u d g e t s ,  and few a d m i n i s t r a t i v e  p e r s o n n e l ,  may be a s s o c i a t e d  w i t h  a 
r e l a t i v e l y  u n s o p h i s t i c a t e d  a c c o u n t i n g  and r e p o r t i n g  s y s t e m ,  r e s u l t i n g  
in a low o v e r a l l  l e v e l  o f  d i s c l o s u r e .  R u b i n f e l d ' s  s t u d y  a t t e m p t e d  t o
e x p l a i n  what  f a c t o r s  we r e  u s e d  in d e t e r m i n i n g  m u n i c i p a l  bond r a t -  
53i n g s .  He f ound t h a t  a  s t r o n g  r e l a t i o n s h i p  e x i s t e d  be tween  r a t i n g s
and  p o p u l a t i o n  s i z e ,  w i t h  r a t e r s  showing a t e n d e n c y  t o  g i v e  l ower
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r a t i n g s  t o  s m a l l e r  c o m m u n i t i e s .  He h y p o t h e s i z e d  t h a t  t h e  c a u s e  o f  
t h i s  e f f e c t  mi gh t  be e x p l a i n e d  by t h e  f a c t  t h a t  s m a l l e r  c o mmu n i t i e s  
have  a l e s s  s t a b l e  t a x  b a s e  and a l s o  l e s s  s o p h i s t i c a t i o n  in h a n d l i n g
53 Dani e l  R u b i n f e l d ,  "An E c o n o m e t r i c  A n a l y s i s  o f  t h e  Marke t  f o r  
Ge ne r a l  O b l i g a t i o n  Mu n i c i p a l  B o n d s , "  D i s s .  M a s s a c h u s e t t s  I n s t i t u t e  
o f  T e c h n o l o g y ,  1972.
5b R u b i n f e l d ,  p .  56 .
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55t h e i r  f i n a n c i a l  a f f a i r s .
SCOPE OF THE STUDY
Pa r t i c i pa n 15
F i ve  b r oad  m u n i c i p a l  a nnua l  r e p o r t  u s e r  g r o u p s  have  been been 
i d e n t i f i e d  in t h e  l i t e r a t u r e .  The s e  a r e :  ( l )  g o v e r n i n g  b o a r d s  such
a s  t h e  c i t y  c o u n c i l  ( i n t e r n a l  mana ge me n t ) ,  (2) i n v e s t o r s  and c r e d i ­
t o r s  ( t h e  f i n a n c i a l  commun i t y ) ,  (3)  r e s o u r c e  p r o v i d e r s  such  a s  d on o r s  
and g r a n t o r s ,  {k)  c o n s t i t u e n t s ,  such  a s  t a x p a y e r s  ( t h e  g e n e r a l  t a x -  
p a y i n g  p u b l i c ) ,  and (5) o v e r s i g h t  b o d i e s  in t h e  form o f  a g e n c i e s  o f  
h i g h e r  l e v e l s  o f  gove r nme n t  ( o t h e r  gov e r n me n t a l  u n i t s ) .  P o t e n t i a l ­
l y ,  i n d i v i d u a l s  w i t h i n  t h e s e  g r o u p s  have  an economi c  need o r  a l e g a l  
r i g h t  t o  u s e  a m u n i c i p a l  a nnua l  r e p o r t .
T h i s  s t u d y  i s  c o n c e r n e d  w i t h  g e n e r a l  p u r p o s e  e x t e r n a l  f i n a n c i a l  
r e p o r t i n g  by m u n i c i p a l i t i e s  and i s  r e s t r i c t e d  t o  a s e l e c t e d  g r oup  o f  
m u n i c i p a l  annua l  r e p o r t  u s e r s ,  s p e c i f i c a l l y  t h e  f i n a n c i a l  communi ty .  
The demand f o r ,  o r  u s a g e  o f ,  m u n i c i p a l  annua l  r e p o r t s  by t h e  f i n a n ­
c i a l  communi ty  i s  a p p a r e n t  p r i m a r i l y  among p a r t i c i p a n t s  in t h e  mu n i c ­
i pa l  bond m a r k e t .  The t e r m bond ma r k e t  i n c l u d e s  b o t h  t h e  p r i m a r y ,  o r  
"new i s s u e  m a r k e t " ;  and  t h e  s e c o n d a r y ,  o r  " t r a d i n g  m a r k e t . "  The 
s e l e c t e d  g r o u p  o f  u s e r s  c h o s e n  f o r  t h i s  s t u d y  a r e  s e c u r i t y  d e a l e r s  in 
t h e  Un i t e d  S t a t e s  who h o l d ,  buy,  s e l l ,  and e v a l u a t e  m u n i c i p a l  d e b t  a s
R u b i n f e l d ,  p.  70 .
R o b e r t  N. An t hony ,  F i n a n c i a l  A c c o u n t i n g  in No n b u s i n e s s  
O r g a n i z a t i o n s  ( S t a m f o r d ,  C o n n e c t i c u t :  F i n a n c i a l  A c c o u n t i n g  S t a n d a r d s
Boa r d ,  1 978 ) ,  pp .  k 2 - h k .
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p a r t i c i p a n t s  in t h e  m u n i c i p a l  bond m a r k e t .  The t e r m " s e c u r i t y  
d e a l e r "  i n c l u d e s  b r o k e r s ,  u n d e r w r i t e r s ,  b a n k e r s ,  d e a l e r s ,  and i n v e s t ­
ment  b a n k e r s  who s p e c i a l i z e  in m u n i c i p a l  s e c u r i t i e s .  T r a d i t i o n a l l y ,  
t h e s e  " d e a l e r s "  have  been  i d e n t i f i e d  a s  t h e  d o mi n a n t  u s e r  g r ou p  o f  
m u n i c i p a l  a nnua l  r e p o r t s  in c r e d i t  a n a l y s i s  s i t u a t i o n s .  T h i s  g r oup  
was c h o s e n  b e c a u s e  t h e y  we r e  i d e n t i f i e d  a s  t h e  l a r g e s t  g r o u p  o f  
o f  s u b j e c t s  who s p e c i a l i z e  in t h e  a r e a  o f  m u n i c i p a l  s e c u r i t i e s .
C i t y  S i z e
The d e f i n i t i o n  o f  a m u n i c i p a l i t y  can  encompass  a s t a t e ,  c o u n t y ,
c i t y ,  o r  town g o v e r n m e n t .  T h i s  s t u d y  i s  l i m i t e d  t o  c i t i e s  in t h e
Un i t e d  S t a t e s  w i t h  a p o p u l a t i o n  g r e a t e r  t h a n  5 0 , 0 0 0 ,  b e c a u s e  t h e  
c i t i e s '  f i n a n c i a l  i n f o r m a t i o n  c a n  be  c o n f i r m e d  by an e x a m i n a t i o n  o f  
C i t y  Government  F i n a n c e s  (U. S.  Bureau  o f  t h e  C e n s u s ) .  T h i s  
p u b l i c a t i o n  l i s t s  a l l  c i t i e s  o f  5 0 , 0 0 0  p o p u l a t i o n  o r  g r e a t e r  and 
c o n s e q u e n t l y  any  c o n c l u s i o n s  r e a c h e d  o r  r ec o mme n d a t i o n s  made w i l l  be 
r e s t r i c t e d  t o  c i t i e s  o f  t h a t  s i z e .
The a c t u a l  s a mpl e  s e l e c t e d  c o n s i s t e d  o f  c i t i e s  w i t h  p o p u l a t i o n s
r a n g i n g  f rom 5 0 , 0 0 0  t o  7 8 0 , 0 0 0 .  T h i s  r a n g e  in c i t y  s i z e  was c a u s e d
by t h e  m a t c h i n g  p r o c e s s  wh i c h  i s  d i s c u s s e d  in C h a p t e r  T h r e e .
CONTRIBUTION OF THE STUDY
The p r e s e n t  s t u d y  p r o v i d e s  1) e m p i r i c a l  e v i d e n c e  c o n c e r n i n g  u s e r  
i n f o r m a t i o n a l  n e e d s ,  a nd  2) an e v a l u a t i o n  o f  m u n i c i p a l  r e p o r t i n g  
p r a c t i c e s  ba s ed  on t h o s e  n e e d s .  T h i s  i n f o r m a t i o n  may be o f  u s e  in 
r e v i e w i n g  c u r r e n t  m u n i c i p a l  r e p o r t i n g  and d i s c l o s u r e  p r a c t i c e s  and
25
may h e l p  l e a d  t o  s u g g e s t i o n s  f o r  i mpr ovement s  in t h e  e x t e n t  o f  
m u n i c i p a l  a nnua l  r e p o r t  d i s c l o s u r e .
S p e c i f i c a l l y ,  t h i s  s t u d y  may be o f  h e l p  t o  t h e  NCGA in i t s  
o n - g o i n g  r e s e a r c h  p r o j e c t  t o  e s t a b l i s h  t h e  o v e r a l l  o b j e c t i v e s  o f  
a c c o u n t i n g  and f i n a n c i a l  r e p o r t i n g  f o r  g o v e r n m e n t a l  u n i t s .  The 
e s t a b l i s h m e n t  o f  f u n d a me n t a l  a c c o u n t i n g  p r i n c i p l e s  i s  b a s e d ,  in p a r t ,  
on t h e  ne e ds  o f  u s e r s .
A l s o ,  t h e  s t u d y  may be o f  v a l u e  by s u p p l y i n g  e v i d e n c e  t h a t  c o u l d  
be used  in e v a l u a t i n g  p r o p o s a l s  f o r  e x p a n s i o n  o r  c o n t r a c t i o n  o f  
s p e c i f i c  t y p e s  o f  i n f o r m a t i o n  in m u n i c i p a l  a n n u a l  r e p o r t s .  However ,  
o ne  s h o u l d  keep in mind t h a t  c h a n g e s  in m u n i c i p a l  d i s c l o s u r e  s h o u l d  
t a k e  i n t o  c o n s i d e r a t i o n  t h e  s p e c i f i c  u s e r  g r ou p  s u g g e s t i n g  o r  s u p ­
p o r t i n g  t h e  c h a n g e .  In t h i s  way,  t h e  b e n e f i t s  o f  t h e  s u g g e s t e d  
c ha nge  can  be s p e c i f i e d  f o r  c o m p a r i s o n  t o  t h e  c o s t s  o f  t h e  c h a n g e .  
A d d i t i o n a l l y ,  i n f o r m a t i o n  r e q u i r e m e n t s  o f  o n e  g r ou p  mus t  be compared 
t o  t h e  common i n f o r m a t i o n  n e e d s  o f  a l l  u s e r  g r o u p s .
F u r t h e r ,  t h e  s t u d y  may be  o f  u s e  in p r o v i d i n g  some i n i t i a l  
e v i d e n c e  c o n c e r n i n g  t h e  i n f l u e n c e  o f  a u d i t  s t a t u s  and c i t y  s i z e  in 
e x p l a i n i n g  d i s c l o s u r e  d i f f e r e n c e s  in m u n i c i p a l  a nnua l  r e p o r t s .  
A l t h o u g h  o n l y  two c h a r a c t e r i s t i c s  a r e  e x a m i n e d ,  i d e n t i f i c a t i o n  o f  t h e  
f a c t o r s  o r  c h a r a c t e r i s t i c s  t h a t  a r e  a s s o c i a t e d  w i t h  t h e  e x t e n t  o f  
d i s c l o s u r e  in m u n i c i p a l  a nnua l  r e p o r t s  may be an  i m p o r t a n t  s t e p  in 
t h e  s e l e c t i o n  o f  a p r o p e r  c o u r s e  o f  a c t i o n  f o r  t h e  a c c o u n t i n g  p r o f e s ­
s i o n  t o  a s s i s t  in i mpr ov i ng  d i s c l o s u r e  in m u n i c i p a l  a nnua l  r e p o r t s .
CHAPTER I I
REVIEW OF RELATED RESEARCH
The p u r p o s e  o f  t h i s  c h a p t e r  i s  t h r e e f o l d .  F i r s t ,  t o  e xa mi ne  t h e  
ba c kg r ound  o f  d i s c l o s u r e  r e s e a r c h  and  i t s  i mpact  on a c c o u n t i n g  in 
g e n e r a l .  Se c ond ,  t o  r e v i e w  t h e  r e s e a r c h  e f f o r t s  o f  v a r i o u s  a u t h o r s  
whose s t u d i e s  a r e  c l o s e l y  r e l a t e d  t o  t h e  p r e s e n t  s t u d y .  T h i r d ,  t o  
summar i ze  t h e  m a j o r  f i n d i n g s  o f  t h e s e  s t u d i e s  and t h e i r  r e l a t i o n s h i p  
t o  t h e  p r e s e n t  s t u d y .
BACKGROUND TO ACCOUNTING RESEARCH ON DISCLOSURE
The c o n c e p t  o f  d i s c l o s u r e  p l a y s  a c e n t r a l  r o l e  in b o t h  a c c o u n t ­
ing t h e o r y  and p r a c t i c e .  Be v i s  s t a t e d  t h a t  “ t h e  p r i n c i p l e  o f  f u l l  
and f a i r  d i s c l o s u r e  mus t  r e ma i n  t h e  k e y s t o n e  o f  s u c c e s s f u l  c o r p o r a -  
t i o n - s t o c k h o l d e r  and c o r p o r a t i o n - s o c i e t y  r e l a t i o n s . " *  R e s e a r c h  
r e g a r d i n g  t h e  n a t u r e  o f  d i s c l o s u r e  h a s  a l w a y s  been  i n t e r t w i n e d  w i t h  
t h e  s t u d y  o f  t h e  o b j e c t i v e s  o f  f i n a n c i a l  a c c o u n t i n g .  As Buzby 
p o i n t e d  o u t
Any c o m p r e h e n s i v e  d i s c u s s i o n  o f  t h e  n a t u r e  o f  . . . 
d i s c l o s u r e  d e p e n d s  in p a r t  on t h e  o b j e c t i v e s  o f  f i n a n c i a l  
a c c o u n t i n g .  O b j e c t i v e s  e s t a b l i s h  t h e  p u r p o s e  o f  a c c o u n t i n g  
and  d e f i n e  t h e  l i m i t s  o f  i t s  b o u n d a r i e s . ^
Herman W. B e v i s ,  C o r p o r a t e  R e p o r t i n g  in a C o m p e t i t i v e  Economy 
(New York:  The Ma cmi l l an  Company,  1 9 6 5 ) ,  p .  201
2
S t e p h e n  L. Buzby,  “ The N a t u r e  o f  Ad e q u a t e  D i s c l o s u r e , "  J o u r n a l  
o f  A c c o u n t a n c y , 159 ( A p r i l  197*0,  38 .
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The o b j e c t i v e s ,  in t u r n ,  d i c t a t e  t h e  s p e c i f i c  i n f e r e n c e s  t o  be drawn
from t h e  c o n c e p t  o f  d i s c l o s u r e  w i t h  r e s p e c t  t o  u s e r s  and  t h e i r
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p u r p o s e s ,  i n f o r m a t i o n  t y p e s ,  and t e c h n i q u e s  o f  d i s c l o s u r e .  Th a t  i s ,  
t h e  i n f e r e n c e s  drawn f rom t h e  d i s c l o s u r e  o f  f i n a n c i a l  i n f o r m a t i o n  
" a r e  ( h e a v i l y )  d e p e n d e n t  upon a c o m p l e t e  and w e l l - d e f i n e d  s e t  o f
i.1*o b j e c t  t v e s . "
Mooni t z  f e l t  t h a t  t h e  c o n c e p t  o f  d i s c l o s u r e  was s o  s u f f i c i e n t l y  
i m p o r t a n t  t o  be i n c l u d e d  a s  one  o f  h i s  a c c o u n t i n g  p o s t u l a t e s .  In 
A c c o u n t i n g  R e s e a r c h  S t udy  (ARS) No. 1 he s t a t e d  t h a t
. . . t h e  c o n c e p t  o f  d i s c l o s u r e  s h o u l d  be c o n c e i v e d  in t h e  
b r o a d e s t  p o s s i b l e  t e r m s .  I t  c a n  be  d i s c u s s e d  in t e r ms  o f
(a)  what  s h o u l d  be  d i s c l o s e d ,  (b)  t o  whom and (c)  how 
d i s c l o s u r e  s h o u l d  be  made.  . . .  an e x t e n s i o n - o f  t h i s  i dea  
i s  t h e  n o t i o n  t h a t  "when in d o u b t ,  d i s c l o s e . "
The APB a l s o  r e c o g n i z e d  t h e  i m p o r t a n c e  o f  d i s c l o s u r e .  In S t a t e m e n t  
No. k t h e  Board s t a t e d  t h a t  f i n a n c i a l  i n f o r m a t i o n  m e e t i n g  t h e  s e ven  
q u a l i t a t i v e  o b j e c t i v e s  o f  f i n a n c i a l  a c c o u n t i n g  ( r e l e v a n c e ,  u n d e r -  
s t a n d a b i 1 i t y , v e r i f i a b i l i t y ,  n e u t r a l i t y ,  t i m e l i n e s s ,  c o m p a r a b i l i t y ,  
and  c o m p l e t e n e s s ) ,  woul d  a l s o  mee t  t h e  r e p o r t i n g  s t a n d a r d  o f  a d e q u a t e  
d i s c l o s u r e .
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Buzby,  "The  N a t u r e  o f  A d e q u a t e  D i s c l o s u r e , "  p .  39.
Buzby,  "The N a t u r e  o f  A d e q u a t e  D i s c l o s u r e , "  p.  39.
Ma ur i c e  M o o n i t z ,  A c c o u n t i n g  R e s e a r c h  S t udy  No. 1:  The B a s i c
P o s t u l a t e s  o f  A c c o u n t i n g '  (New York:  Amer i can  I n s t i t u t e  o f  C e r t i f i e d
P u b l i c  A c c o u n t a n t s ,  1 96 1 ) ,  p .  **8.
^ A c c o u n t i n g  P r i n c i p l e s  Bo a r d ,  S t a t e m e n t  o f  t h e  A c c o u n t i n g  
P r i n c i p l e s  Board No. k :  B a s i c  C o n c e p t s  U n d e r l y i n g  F i n a n c i a l  S t a t e ­
me n t s  o f  B u s i n e s s  E n t e r p r i s e s  ( C h i c a g o : Commerce C l e a r i n g  House ,
I n c . ,  1 973 ) ,  P.  9078.
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The Commi t t ee  on A u d i t i n g  P r o c e d u r e  o f  t h e  AICPA a d d r e s s e d  t h e  
c o n c e p t  in d i s c u s s i n g  t h e  t h i r d  s t a n d a r d  o f  r e p o r t i n g .
The f a i r n e s s  o f  p r e s e n t a t i o n  o f  f i n a n c i a l  s t a t e m e n t s  in 
c o n f o r m i t y  w i t h  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s  
c ompr ehends  t h e  a d e q u a c y  o f  d i s c l o s u r e s  i n v o l v i n g  m a t e r i a l  
m a t t e r s .  These  m a t t e r s  r e l a t e  t o  t h e  f o rm,  a r r a n g e m e n t ,  
and c o n t e n t  o f  t h e  f i n a n c i a l  s t a t e m e n t s  w i t h  t h e i r  a ppended  
n o t e s ;  t h e  t e r m i n o l o g y  u s e d ;  t h e  amount  o f  d e t a i l  g i v e n ;  
t h e  c l a s s i f i c a t i o n  o f  i t e ms  in  t h e  s t a t e m e n t s ;  ( and)  t h e  
b a s e s  o f  amount s  s e t  f o r t h ,  . . . 7
Al t h o u g h  t h e  p r e s e n t  s t u d y  i s  c o n c e r n e d  w i t h  m u n i c i p a l  
d i s c l o s u r e ,  a r e v i e w  o f  t h e  h i s t o r i c a l  d e v e l o p m e n t  o f  r e s e a r c h  
a p p r o a c h e s  in t h e  a r e a  o f  c o r p o r a t e  d i s c l o s u r e  i s  mos t  i m p o r t a n t .  
T h i s  i s  b e c a u s e  o f  t h e  f a c t  t h a t  a p p r o a c h e s  b e i n g  a p p l i e d  t o  
m u n i c i p a l  d i s c l o s u r e  i s s u e s  f o l l o w  t h a t  same p a t t e r n  o f  d e v e l o p m e n t .
H i s t o r i c a l  P e r s p e c t i v e
In a t t e m p t i n g  t o  d e f i n e  t h e  c o n c e p t  o f  a d e q u a t e  d i s c l o s u r e ,  
e a r l y  a c c o u n t i n g  s c h o l a r s  such  a s  Mo o n i t z ,  S p r o u s e ,  B e v i s ,  e t c . ,  
f o l l o w e d  a n o r m a t i v e  a p p r o a c h .  By d e f i n i t i o n ,  a n o r m a t i v e  a p p r o a c h
. . . e x a mi n e s  c h a r a c t e r i s t i c s ,  r e l a t i o n s h i p s ,  and a c t i o n s  
t h a t  " o u g h t  t o "  e x i s t .  The i m p o r t a n t  p o i n t  i s  t h a t  nor ma­
t i v e  t h e o r i e s  a r e  n o t  n e c e s s a r i l y  e m p i r i c a l l y  b a s e d .
R a t h e r ,  s uc h  t h e o r i e s  r e l y  on d e d u c t i v e l y  p l a u s i b l e  a n a l y ­
s e s  o f  human b e h a v i o r  a n d / o r  e x p e c t e d  c o n s e q u e n c e s  o f  
a c t i o n s .  To i l l u s t r a t e ,  a n o r m a t i v e  t h e o r y  o f  t h e  i n v e s t ­
ment  t a x  c r e d i t  woul d  a t t e m p t  t o  e x p l a i n  how t o t a l  b u s i n e s s  
i n v e s t m e n t  o u g h t  t o  r e s p o n d  t o  a t a x  c r e d i t .  Because  o f  
e r r o r s  in t h e  t h e o r y  o r  c h a n g e s  in c i r c u m s t a n c e s ,  a c t u a l
Commi t t ee  on A u d i t i n g  P r o c e d u r e  o f  t h e  Amer i can  I n s t i t u t e  o f  
C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  S t a t e m e n t  on A u d i t i n g  S t a n d a r d s  No. 1 - 
C o d i f i c a t i o n  o f  A u d i t i n g  S t a n d a r d s  and  P r o c e d u r e s  (New York:
Amer i can  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  1 973 ) ,  p.  78 .
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i n v e s t m e n t  may n o t  c o r r e s p o n d  t o  t h e  p r e d i c t i o n s  o f  t h e  
n o r m a t i v e  t h e o r y .
D e s p i t e  c e r t a i n  l i m i t a t i o n s ,  t h e  n o r m a t i v e  t h e o r y  
a p p r o a c h  i s  o f t e n  a u s e f u l  method f o r  e x a m i n i n g  a p r o b l e m ,  
p a r t i c u l a r l y  when knowl edge  a b o u t  t h e  u n d e r l y i n g  e n v i r o n ­
ment  i s  l i m i t e d  and  d i r e c t  e m p i r i c a l  t e s t s  a r e  n o t  
f e a s i b l e .  In such  c i r c u m s t a n c e s  a n o r m a t i v e  a p p r o a c h  
p r o v i d e s  a u s e f u l  s t a r t i n g  p o i n t  f o r  d e v e l o p i n g  wha t  may 
l a t e r  p r o v e  t o  be a  t e s t a b l e  h y p o t h e s i s .
The t r e n d  in n o n - e m p i r i c a l  r e s e a r c h  in t h e  d i s c l o s u r e  
a r e a  c o n t i n u e d  i n t o  t h e  1950s and e a r l y  1960s .  N o r m a t i v e ,  u s e r -  
o r i e n t e d  r e s e a r c h  was b a s e d  on t h e  p r e m i s e  t h a t  u s e r s  d i d  n o t  n e c e s ­
s a r i l y  know what  i n f o r m a t i o n  t h e y  r e q u i r e d ,  and t h e  a c c o u n t a n t ' s  
r e s p o n s i b i l i t y  was t o  d i s c o v e r  wha t  i n f o r m a t i o n  was n e e d e d .  The 
r e s e a r c h  c o n s i s t e d  o f  c i t i n g  p a r t i c u l a r  u s e r  g r o u p s  ( e . g . ,  s h a r e ­
h o l d e r s ,  c r e d i t o r s ,  o r  m a n a g e r s )  and  s u g g e s t i n g  t h e  i n f o r m a t i o n  t h a t  
t h e s e  u s e r s  would f i n d  u s e f u l .  Making c e r t a i n  f u n d a m e n t a l  p r e m i s e s  
o r  a s s u m p t i o n s ,  t h e  a u t h o r s  r e l i e d  on l o g i c a l  d e d u c t i o n s  t o  s u p p o r t  
t h e i r  r e c o m me n d a t i o n s .
The A c c o u n t i n g  R e s e a r c h  S t u d i e s  o f  t h e  1960s  wer e  e s s e n t i a l l y  
t h e  p r o d u c t  o f  a n o r m a t i v e  a p p r o a c h .  The s e  s t u d i e s  were  commi s s i oned  
by t h e  AICPA t o  s t i m u l a t e  d i s c u s s i o n  on c o n t r o v e r s i a l  a c c o u n t i n g  
i s s u e s .  The s t u d i e s  wer e  i n t e n d e d  t o  be used  a s  a " v e h i c l e  f o r  t h e  
e x p o s u r e  o f  m a t t e r s  f o r  c o n s i d e r a t i o n  and e x p e r i m e n t a t i o n  p r i o r  t o
9
t h e  i s s u a n c e  o f  p r o n o u n c e m e n t s  by t h e  A c c o u n t i n g  P r i n c i p l e s  B o a r d . "
g
Lawrence  R e v s i n e ,  R e p l a c e me n t  Cos t  A c c o u n t i n g  (Englewood 
C l i f f s ,  New J e r s e y :  P r e n t i c e - H a l 1,  I n c . , 1 9 7 3 ) ,  p.  3•
9
Mo o n i t z ,  The B a s i c  P o s t u l a t e s  o f  A c c o u n t i n g , p r e f a c e .
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Two such  s t u d i e s  were  c o n d u c t e d  by Mooni t z  ( 1 9 6 1 ) ^  and Moon i t z  and
S p r o u s e  ( 1 9 6 2 ) . ^  Both  o f  t h e s e  s t u d i e s  d e a l t  w i t h  t h e  p o s t u l a t e s
and p r i n c i p l e s  o f  a c c o u n t i n g .  Whi l e  t h e  Board r e c o g n i z e d  t h e
c o n t r i b u t i o n  o f  t h e s e  s t u d i e s  t o  a c c o u n t i n g  t h o u g h t ,  i t  was f e l t  t h a t
t h e  s t u d i e s  wer e  t oo  r a d i c a l l y  d i f f e r e n t  f rom g e n e r a l l y  a c c e p t e d
a c c o u n t i n g  p r a c t i c e  f o r  t h e  Board t o  c o n s i d e r  t h e i r  a c c e p t a n c e  a t
t h a t  t i m e .  However ,  many o f  t h e  A c c o u n t i n g  R e s e a r c h  S t u d i e s  whi ch
used  a n o r m a t i v e  a p p r o a c h ,  we r e  i n s t r u m e n t a l  i n  t h e  d e v e l o p m e n t  o f
a c c o u n t i n g  p r i n c i p l e s  and r e p o r t i n g  and d i s c l o s u r e  p r a c t i c e s .  The
d i s c l o s u r e  o f  r e s e a r c h  and  d e v e l o p m e n t  e x p e n d i t u r e s ,  a c t i v i t i e s  o f
f o r e i g n  o p e r a t i o n s ,  and l e a s i n g  a r r a n g e m e n t s  we r e  j u s t  a few o f  t h e
i s s u e s  a d d r e s s e d  by t h e s e  s t u d i e s  whose  r e c o m me n d a t i on s  c o n t r i b u t e d
t o  c h a n g e s  in t h e  c o n t e n t  o f  f i n a n c i a l  s t a t e m e n t s .  D i r e c t l y  o r
i n d i r e c t l y ,  t h e  ARSs t h a t  d e a l t  w i t h  b u s i n e s s  c o m b i n a t i o n s ,  l e a s e s ,
p e n s i o n  p l a n s ,  income t a x e s ,  g o o d w i l l ,  and t h e  r e p o r t i n g  o f  c ha n g e s
in f i n a n c i a l  p o s i t i o n  had an i mpac t  o n ,  o r  we r e  l i n k e d  w i t h ,  t h e
12i s s u a n c e  o f  s u b s e q u e n t  APB O p i n i o n s .  The p u b l i c a t i o n  o f  t h e s e  
s t u d i e s  and t h e i r  l i n k  w i t h  some o f  t h e  APB O p i n i o n s ,  d e m o n s t r a t e d  
t h e  e f f e c t i v e n e s s  o f  t h e  n o r m a t i v e  a p p r o a c h  t o  a c c o u n t i n g  r e s e a r c h ,
^ M o o n i t z , The B a s i c  P o s t u l a t e s  o f  A c c o u n t i n g .
^  R o b e r t  T. S p r o u s e  and Ma u r i c e  M o o n i t z ,  A c c o u n t i n g  R e s e a r c h  
S t udy  No. 3= A T e n t a t i v e  S e t  o f  Broad A c c o u n t i n g  P r i n c i p l e s  f o r  
B u s i n e s s  E n t e r p r i s e s  (New York:  Amer i can  I n s t i t u t e  o f  C e r t i f i e d
P u b l i c  A c c o u n t a n t s ,  1 962 ) .
12 M a u r i c e  M o o n i t z ,  S t u d i e s  in A c c o u n t i n g  R e s e a r c h  No. 8:  
O b t a i n i n g  Agreement  on S t a n d a r d s  in t h e  A c c o u n t i n g  P r o f e s s i o n  ( n . p . :  
Amer i can  A c c o u n t i n g  A s s o c i a t i o n ,  197*0,  P- 27 .
s i n c e  a d o p t i o n  by t h e  APB o f  some o f  t h e  r ec o mme n d a t i o n s  o f  t h e s e
s t u d i e s  a f f e c t e d  " t h e  fo rm o f  p r e s e n t a t i o n ,  t h e  amount  o f  d e t a i l ,  and
13
t h e  e x t e n t  o f  d i s c l o s u r e  in p u b l i s h e d  a n n u a l  r e p o r t s  . . . "  ( Many
o f  t h e  APB O p i n i o n s  wer e  t h e m s e l v e s  a l s o  t h e  r e s u l t  o f  a n o r m a t i v e
r e s e a r c h  a p p r o a c h .  S i n c e  t h e  Board had no l e g a l  a u t h o r i t y  t o  e n f o r c e
i t s  o p i n i o n s ,  i t  had t o  de pe nd  on t h e o r y  t o  a c h i e v e  a c c e p t a n c e  o f
them i f  t h e  l a t i t u d e  t h a t  f i r m s  had in c h o o s i n g  a c c o u n t i n g  p r i n c i p l e s
was t o  be r e d u c e d . )
Dur i ng  t h e  same h i s t o r i c a l  p e r i o d ,  e x t e r n a l  e v e n t s  were  t a k i n g
p l a c e  t h a t  would i mpac t  on a c c o u n t i n g  t h e o r y  d e v e l o p m e n t  and r e s e a r c h
t e c h n i q u e s .  One s uc h  e v e n t
. . . was t h e  b e g i n n i n g  o f  c o m p e t i t i o n  in s p a c e  t r a v e l .
T h i s  c o m p e t i t i o n  l e d  t o  a r e - e v a l u a t i o n  o f  t h e  e d u c a t i o n a l  
s y s t e m  in t h i s  c o u n t r y  f rom e l e m e n t a r y  a l l  t h e  way up t o  
g r a d u a t e  s t u d i e s .  More m a t h e m a t i c s  and l o g i c  were  r ecom­
mended a t  a l l  l e v e l s  o f  s t u d y ,  and t h e o r y  d e v e l o p m e n t  in 
b a s i c  d i s c i p l i n e s  and  a p p l i e d  f i e l d s  began t o  r e f l e c t  t h e  
i n f l u e n c e  o f  i n c r e a s e d  t r a i n i n g  in t h e  f o rma l  met hods  o f  
t h e o r y  c o n s t r u c t i o n  and  v e r i f i c a t i o n . 1^
A l s o ,  a c a d e m i c  a c c o u n t i n g  p r o g r a ms  began t o  g r a d u a t e  r e s e a r c h e r s  
t r a i n e d  in t h e  b e h a v i o r a l  s c i e n c e s ,  s t a t i s t i c s ,  and q u a n t i t a t i v e  
a n a l y s i s ,  in a d d i t i o n  t o  t h e  t r a d i t i o n a l  a r e a s  o f  a c c o u n t i n g . ^
13 Mo o n i t z ,  O b t a i n i n g  Agr eement  on S t a n d a r d s , p.  23.
1A N i c h o l a s  Dopuch,  " E m p i r i c a l  v s .  N o n - e m p i r i c a l  C o n t r i b u t i o n s  
t o  A c c o u n t i n g  The or y  D e v e l o p m e n t , "  in 1979 A c c o u n t i n g  R e s e a r c h  
C o n v o c a t i o n , e d .  J o n a t h a n  J .  Da v i e s  ( n . p . :  The U n i v e r s i t y  o f  Alabama,  
1 9 7 9 ) ,  pp .  7 0 - 7 1 .
Edwin H. C a p l a n ,  " A c c o u n t i n g  R e s e a r c h  a s  an I n f o r m a t i o n  
Sou r c e  f o r  The or y  C o n s t r u c t i o n , "  in R e s e a r c h  Met hodo l ogy  in Ac c o u n t -  
i n g , e d .  Robe r t  R. S t e r l i n g  ( Hous t on !  S c h o l a r s  Book Co . ,  1 972 ) ,  p.
The s e  i n d i v i d u a l s  p o s s e s s e d  t h e  n e c e s s a r y  t o o l s  t o  " f o r m u l a t e  and 
i n v e s t i g a t e  r e s e a r c h  p r o b l e ms  a c c o r d i n g  t o  t h e  r u l e s  o f  s c i e n t i f i c  
m e t h o d o l o g y . " ^
The i n f l u e n c e  o f  t h e  p r e c e d i n g  e v e n t s  c o u l d  be s e e n  in t h e  d e ­
b a t e  o v e r  what  c o n s t i t u t e d  "  ' t h e '  ( o v e r a l l )  t h e o r y  o f  a c c o u n t i n g  a s  
we l l  a s  what  was t h e  o p t i m a l  ( r e s e a r c h )  a p p r o a c h  t o  t h e  d e v e l o p m e n t  
o f  a c c o u n t i n g  t h e o r y " ^  and  p r i n c i p l e s .  An a rg u m e n t  e n s u e d  o v e r  t h e  
us e  o f  an e m p i r i c a l  v e r s u s  n o n - e m p i r i c a 1 a p p r o a c h .  R e s e a r c h e r s  who 
u t i l i z e d  a n o n - e m p i r i c a l  , n o r m a t i v e  a p p r o a c h  were  c r i t i c i z e d  by some:
They have f a i l e d ,  i n  p a r t  a t  l e a s t ,  b e c a u s e  t h e y  have  
n e g l e c t e d  a f u n d a m e n t a l  a s p e c t  o f  s c i e n t i f i c  r e a s o n i n g  -  
t h e y  p r o v i d e  no e v i d e n c e  t o  s u p p o r t  t h e i r  l o g i c  e x c e p t  t h e  
o p i n i o n s  o f  t h e  a u t h o r s .  A l t h o u g h  t h e s e  t h e o r y  f o r m u l a ­
t i o n s  o f t e n  c o n t a i n  v a l u a b l e  i n s i g h t s  a b o u t  a c c o u n t i n g ,  in 
t h e  f i n a l  a n a l y s i s ,  t h e y  r e p r e s e n t  o n l y  " a r m c h a i r "  t h e o ­
r i z i n g  whi ch  t h e  r e a d e r  can  a c c e p t  o r  r e j e c t  d e p e n d i n g  on 
h i s  own p r e c o n c e p t  i ons
The a b i l i t y  o f  t h e  a c c o u n t i n g  r e s e a r c h e r  t o  c o n d u c t  e m p i r i c a l
r e s e a r c h  had i n c r e a s e d  w i t h  t h e  i n t r o d u c t i o n  o f  t h e  c o m p u t e r ,  i n f o r -
19m a t i o n  t a p e s ,  and i n c r e a s e d  knowl edge  o f  m a t h e m a t i c s .  I n e v i t a b l y ,  
some o f  t h e  b a s i c  a s s u m p t i o n s  o r  p r e m i s e s  in a c c o u n t i n g  were  s u b j e c ­
t e d  t o  e m p i r i c a l  t e s t i n g .  I n c l u d e d  a l s o  we r e  t e s t s  o f  t h e  d e s i r a b i l ­
i t y  o f  c o m p e t i n g  a c c o u n t i n g  a l t e r n a t i v e s ,  i n f o r m a t i o n  c o n t e n t  o f
^  C a p l a n ,  p .  .
^  Dopuch,  p .  71•
1 s C a p l a n ,  p .  k~l.
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Dopuch,  pp .  6 9 - 7 0 .
a c c o u n t i n g  number s ,  and e x t e n s i o n s  o f  a c c o u n t i n g  d i s c l o s u r e .
The s h i f t  in e mp h a s i s  t owar d  e m p i r i c a l  r e s e a r c h  s h o u l d  n o t  be 
v i ewed a s  a c o n d e m n a t i o n  o f  t h e  n o r m a t i v e  a p p r o a c h  t o  a c c o u n t i n g  
r e s e a r c h .  S i n c e  t h e  n o r m a t i v e  a p p r o a c h  i s  e x p r e s s e d  in t e r ms  o f  
t h e o r y  and l o g i c a l  c o n s i s t e n c y ,  i t  s h o u l d  n o t  be  c o n s i d e r e d  t o  be in 
c o m p e t i t i o n  w i t h  t h e  e m p i r i c a l  a p p r o a c h .  On t h e  c o n t r a r y ,  " t h e y  
s u p p l e me n t  e a c h  o t h e r  s i n c e  t h e o r y  g u i d e s  t h e  r e s e a r c h  d e s i g n  o f
20e m p i r i c a l  s t u d i e s  and e m p i r i c i s m  c o n f i r m s  o r  d i s c o n f i r m s  t h e o r i e s . "
Overview o f  Empir ical  S t u d i e s  De a l i ng  
w i t h  Corporate  D i s c l o s u r e
S e v e r a l  a c c e p t e d  means  o f  e m p i r i c a l  v e r i f i c a t i o n  have  e v o l v e d  in 
t h e  a r e a  o f  a c c o u n t i n g  r e s e a r c h .  Th e s e  have  i n c l u d e d  t h e  e x a m i n a t i o n  
o f  d o c u m e n t s ,  i n t e r v i e w s ,  o b s e r v a t i o n ,  e x p e r i m e n t a t i o n ,  and s a m p l i n g ,  
u s u a l l y  f o l l o w e d  by s t a t i s t i c a l  a n a l y s i s  and i n f e r e n c e .  E m p i r i c a l  
s t u d i e s  c o n c e r n e d  w i t h  c o r p o r a t e  d i s c l o s u r e  ha ve  u s e d  a l l  o f  t h e s e  
m e t h o d s .
Va l ue  o f  D i s c l o s u r e  R e q u i r e m e n t s
S e v e r a l  s t u d i e s  ha ve  f o c u s e d  on t h e  o v e r a l l  v a l u e  o f  d i s c l o s u r e  
r e q u i r e m e n t s .  S t i g l e r  ( 1 9 6 4 ) ,  in a t e s t  o f  t h e  p r i c e  movement  o f  new 
s t o c k  i s s u e s  b e f o r e  a nd  a f t e r  t h e  o r g a n i z a t i o n  o f  t h e  SEC, found few 
d i f f e r e n c e s  in t e r m s  o f  m a r k e t  p e r f o r m a n c e .  He c o n c l u d e d  t h a t  a s  f a r  
a s  d i s c l o s u r e  was c o n c e r n e d ,  i n v e s t o r s  d i d  n o t  f a r e  much b e t t e r  a f t e r  
t h e  SEC was g i v e n  c o n t r o l  o f  t h e  r e g i s t r a t i o n  o f  new i s s u e s  t h a n  t h e y
20 Dopuch,  p .  6 7 .
3k
21d i d  b e f o r e  g i v e n  c o n t r o l .  He s u g g e s t e d  " t h a t  t h e  SEC r e g i s t r a t i o n
r e q u i r e m e n t s  had no i m p o r t a n t  e f f e c t  on t h e  q u a l i t y  o f  new s e c u r i t i e s
22s o l d  t o  t h e  p u b l i c . "
Bens t on  ( 1 9 6 9 ) ,  a l s o  exami ned  t h e  v a l u e  o f  t h e  SEC' s  a c c o u n t i n g
d i s c l o s u r e  r e q u i r e m e n t s .  He r e p o r t e d  t h a t  t h e  l a c k  o f  "a  s t a t i s t i c a l
a s s o c i a t i o n  be tween a c c o u n t i n g  d a t a  r e p o r t e d  t o  t h e  SEC and s t o c k
p r i c e s  i n d i c a t e s  t h a t  i n v e s t o r s  p r o b a b l y  do n o t  f i n d  t h e  d a t a  
23t i m e l y . "  He f u r t h e r  c o n c l u d e d  t h a t  " t h e  d a t a  r e q u i r e d  by t h e  SEC 
do n o t  seem t o  be u s e f u l  t o  i n v e s t o r s  . . . ( and)  t h a t  t h e r e  was 
l i t t l e  j u s t i f i c a t i o n  f o r  t h e  a c c o u n t i n g  d i s c l o s u r e  r e q u i r e d  by t h e  
A c t s . " ^  However ,  many o t h e r  f a c t o r s  c o u l d  have  i n f l u e n c e d  h i s  
f i n d i n g s  r e g a r d i n g  t h e  b e n e f i t s  d e r i v e d  f rom t h e  S e c u r i t i e s  Exchange  
Act  o f  193**.
Adequacy o f  D i s c l o s u r e
On t h e  b a s i s  o f  an e m p i r i c a l  s t u d y  S i n g h v i  (1968)  f ound t h e  
c o n t e n t s  o f  10-K r e p o r t s  t o  t h e  SEC wer e  s i g n i f i c a n t l y  more r e v e a l i n g  
in t e r ms  o f  d i s c l o s u r e  t h a n  t h e  a n n u a l  r e p o r t s  s e n t  t o  s t o c k h o l d e r s .  
He compared t h e  a nnua l  r e p o r t s  o f  150 c o r p o r a t i o n s  f o r  t h e  f i s c a l  
y e a r s  e n d i n g  be t ween  A p r i l ,  1965 and  March,  1966 w i t h  10-K r e p o r t s  
f o r  t h e  same p e r i o d .  He s t a t e d
21 George  J .  S t i g l e r ,  " P u b l i c  R e g u l a t i o n  o f  t h e  S e c u r i t i e s  
M a r k e t s , "  J o u r n a l  o f  B u s i n e s s , 37 ( 196A) ,  121.
^  S t i g l e r ,  p .  12^.
23 George  J .  B e n s t o n ,  "The Va l ue  o f  t h e  SEC' s  A c c o u n t i n g  D i s c l o ­
s u r e  R e q u i r e m e n t s , "  A c c o u n t i n g  Re v i e w, kk  ( 1 9 6 9 ) ,  531.
2k
B e n s t o n ,  p.  531-
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Tha t  a s  a w h o l e ,  t h e s e  r e s u l t s  show a s t r o n g  t e n d e n c y  
f o r  f i r m s  t o  p u b l i c i z e ,  t h r o u g h  a nnua l  r e p o r t s ,  a n a r r o w e r  
r an g e  o f  f i n a n c i a l  f a c t s  t h a n  t h e y  d i v u l g e  t o  t h e  SEC a nd ,  
however  i n e f f i c i e n t l y ,  t o  t h e  p u b l i c  v i a  t h e  10-K r e ­
p o r t s .  •>
Ot h e r  s t u d i e s  t h a t  d e a l t  w i t h  t h e  e x t e n t  and a d e q u a c y  o f  d i s c l o ­
s u r e  ( t h e  f o c u s  o f  t h e  p r e s e n t  s t u d y ) ,  i n c l u d e d  Hor ngr en  ( 1957 ,
1958 ) ,  C e r f  ( 1 9 6 1 ) ,  B r a d i s h  ( 1 9 6 5 ) ,  Ec t on  ( 1 9 6 9 ) ,  S i n g h v i  and Desai  
( 1 9 7 1 ) ,  Buzby ( 197*0 ,  and  S t a n g a  (197**)* T h r e e  o v e r a l l  a p p r o a c h e s  
were  u s e d  by t h e s e  r e s e a r c h e r s  i n  s t u d y i n g  t h e  t o p i c  o f  d i s c l o s u r e .
DESCRIPTIVE APPROACH TO THE USE OF 
FINANCIAL STATEMENT DATA
H o r n g r e n ' s  a p p r o a c h  was t o  e xa mi ne  w r i t t e n  r e p o r t s  o f  f i n a n c i a l  
a n a l y s t s  in a d d i t i o n  t o  i n t e r v i e w i n g  them.  He d e s c r i b e d  t h e i r  u s e s  
o f  s p e c i f i c  i t e ms  o f  i n f o r m a t i o n ,  e x p l a i n i n g  t h e i r  r a t i o n a l  f o r  u s i n g  
t h e  i n f o r m a t i o n .
S p e c i f i c  t r o u b l e s o m e  a r e a s  o f  d i s c l o s u r e  i n c l u d e ( d )  (a)  
l a c k  o f  i n f o r m a t i o n  c o n c e r n i n g  s a l e s  b r e a k d o w n s ,  l e a s e s ,  
r e s e a r c h  (and d e v e l o p m e n t ) ,  d e p r e c i a t i o n ,  f o r e i g n  o p e r a ­
t i o n s ,  c a p i t a l  e x p e n d i t u r e s ,  f u n d s  s t a t e m e n t s  and i n v e n t o r y  
p r e s e n t a t  i o n s .
Hor ngr en  a s s e r t e d  t h a t  t h e s e  i t e ms  s h o u l d  be d i s c l o s e d ,  and i n c l u d e d  
a l i s t  o f  t h e  minimum d i s c l o s u r e  r e q u i r e m e n t s  w i t h  r e s p e c t  t o  e a c h  o f  
t h e  a f o r e m e n t i o n e d  i t e m s .
25
S u r e n d r a  S.  S i n g h v i ,  " D i s c l o s u r e  t o  Whom? Annual  F i n a n ­
c i a l  R e p o r t s  t o  S t o c k h o l d e r s  and  t o  t h e  S e c u r i t i e s  and Exchange 
Co mmi s s i o n , "  J o u r n a l  o f  B u s i n e s s , **1 ( 1 9 6 8 ) ,  350 .
26 C h a r l e s  T. H o r n g r e n ,  " D i s c l o s u r e :  What  Ne x t ? "  A c c o u n t ­
ing Rev i ew, 33 ( 1 9 5 8 ) ,  92 .
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ATTITUDE SURVEY APPROACH TO THE VALUE OF 
FINANCIAL STATEMENT DATA
A n o t h e r  a p p r o a c h  u t i l i z e d  by B r a d i s h  (1965)  and  Ec t on  (1969)  was 
t o  i n t e r v i e w  f i n a n c i a l  a n a l y s t s  a b o u t  t h e i r  p e r c e p t i o n s  and a t t i t u d e s  
t oward  c o r p o r a t e  d i s c l o s u r e .  Both r e s e a r c h e r s  u s e d  an  o p e n - e n d e d  
i n t e r v i e w  t e c h n i q u e .  The f i n a n c i a l  a n a l y s t s  i n t e r v i e w e d  by B r a d i s h  
r e p r e s e n t e d  s e c u r i t y  b r o k e r s ,  t r u s t  and l o a n  d e p a r t m e n t s  o f  commer­
c i a l  b a n k s ,  and i n s u r a n c e  c o mp a n i e s  f rom s e v e r a l  l a r g e  U. S.  c i t i e s .  
Ec t on  c o n d u c t e d  h i s  i n t e r v i e w s  w i t h  c h i e f  l e n d i n g  o f f i c e r s  o f  s even  
commerc i a l  banks  in L e x i n g t o n ,  Ke n t u c k y .  In b o t h  c a s e s ,  t h e  a p p r o a c h  
was t h e  same.  Tha t  i s ,  no p r e p a r e d  q u e s t i o n s  wer e  u s e d ,  n o r  were  t h e  
i n d i v i d u a l s  i n t e r v i e w e d  a s k e d  t o  c o m p l e t e  a q u e s t i o n n a i r e .
The i n t e r v i e w e e s  c r i t i c a l l y  d i s c u s s e d  s p e c i f i c  a r e a s  wher e  t h e y  
f e l t  r e p o r t i n g  p r o b l e ms  e x i s t e d .  In E c t o n ' s  s t u d y ,  b a n k e r s  were  most  
c o n c e r n e d  a b o u t  a u d i t  r e p o r t s  and s p e c i a l  p u r p o s e  r e p o r t s  d i r e c t e d  
t o w a r d s  t hem.  R e g a r d i n g  s p e c i a l  p u r p o s e  r e p o r t s  t h e y  s a i d :  " I f  a
r e p o r t  i s  t o  be p r e p a r e d  f o r  e x c l u s i v e  u s e  by a b a n k e r  . . .  i t
a p p e a r s  l o g i c a l  t h a t  he  s h o u l d  be c o n s u l t e d  t o  d e t e r m i n e  h i s  n e e d s
27and t h e  b e s t  way o f  m e e t i n g  t h o s e  n e e d s . "  The b a n k e r s  a l s o  f e l t  
t h a t  a u d i t o r s
. . . d i d  n o t  s a t i s f a c t o r i l y  e x p l a i n  t h e  n e c e s s i t y  f o r  
q u a l i f i c a t i o n s  o r  e x c e p t i o n s ,  n o r ,  . . . t h e  s i g n i f i c a n c e ,  
i m p l i c a t i o n s ,  and  i mpa c t  t h e s e  q u a l i f i c a t i o n s  o r  e x c e p t i o n s  
c o u l d  have  on t h e  a n a l y s i s  o f  t h e  r e p o r t  i t s e l f . 28
27 W i l l i a m  W. E c t o n ,  "Communi ca t i on  Thr ough  A c c o u n t i n g  -  
B a n k e r s '  V i e w s , "  J o u r n a l  o f  A c c o u n t a n c y ,  128 ( Augus t  1 969 ) ,  81 .
^  E c t o n ,  p.  80 .
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Ecton c onc l uded t ha t
While t h e r e  may w e l l  be s u b s t a n t i v e  r e as ons  why t he  
borrower,  and the  CPA, do not  p r o v i d e  t he  banker a l l  the  
i n f or mat i on  he d e s i r e s  in t he  form in which he d e s i r e s  i t ,  
the  f a c t  remains  t h a t  t h e r e  i s  a gap between what i s  needed  
and what i s  p r o v i d e d . ^
Bradi sh d i s c u s s e d  s e v e r a l  a r e a s  in which t he  i n t e r v i e w e e s  deemed 
d i s c l o s u r e  to  be d e f i c i e n t .  These  a r e a s  i nc l uded  r e s e a r c h  and 
deve l opment ,  p l a n t  and equipment  i n f o r m a t i o n ,  a d v e r t i s i n g  e x p e n d i ­
t u r e s ,  s a l e s ,  c o n s o l i d a t e d  s t a t e m e n t s .  He f u r t h e r  s t a t e d  t h a t  the
c r i t i c i s m  o f  d i s c l o s u r e  by t he  a n a l y s t s  might  prove t o  be b e n e f i c i a l
30in improving c o r p o r a t e  annual  r e p o r t s .  Bradi s h  a l s o  noted t h a t  t he
p r o f e s s i o n  was ke e n l y  aware o f  t h e  f a c t  t h a t  a d i s c l o s u r e  d e f i c i e n c y
e x i s t e d ,  and by t he  i s s u a n c e  o f  s p e c i f i c  pronouncements ,  was t ak i ng
31c o r r e c t i v e  a c t i o n .  However,  he argued t h a t  d i s c l o s u r e  was a l s o  the
r e s p o n s i b i l i t y  o f  management,  s i n c e  many o f  t he  c r i t i c i s m s  concerned
"t he  e x t e n t  o f  d i s c l o s u r e  by management r a t h e r  than t he  d i s c l o s u r e
w i t h i n  the  f i n a n c i a l  s t a t e m e n t s  c ove r e d  by t he  o p i n i o n  o f  t he  
32a u d i t o r . "  Both Bradi s h  and Ecton r e po r t e d  t h e  s o l u t i o n s  s u g g e s t e d  
by the  i n t e r v i e w e e s  t o  remedy t h e  a f o r e me n t i o n e d  d e f i c i e n c i e s .
^  E c t o n ,  p .  81 .
30 R i c h a r d  D. B r a d i s h ,  " C o r p o r a t e  R e p o r t i n g  and t h e  F i n a n c i a l  
A n a l y s t , "  A c c o u n t i n g  Re v i e w, 40 ( 1 9 6 5 ) ,  766 .
^  B r a d i s h ,  p.  766 .
^  B r a d i s h ,  p .  766 .
THE EXTENT OF DISCLOSURE APPROACH TO
ASSESSING THE ADEQUACY OF DISCLOSURE
A t h i r d  a p p r o a c h  u s e d  in a d d r e s s i n g  t h e  a d e q u a c y  o f  d i s c l o s u r e  
was t o  d e t e r m i n e  t h e  e x t e n t  t o  wh i c h  c e r t a i n  i n f o r m a t i o n  i t e ms  were  
d i s c l o s e d  in p u b l i s h e d  c o r p o r a t e  a n n u a l  r e p o r t s .  An i ndex  o f  d i s c l o ­
s u r e  was d e v e l o p e d  and t h e n  was u s e d  t o  m e a s u r e  t h e  e x t e n t  o f  d i s c l o ­
s u r e  r e l a t i v e  t o  t h a t  i n d e x .  T h i s  a p p r o a c h  was f i r s t  u s e d  by C e r f  
( 1 9 6 1 ) .  The p u r p o s e  o f  h i s  s t u d y  was t o  i d e n t i f y  t h e  m a j o r  d i s c l o ­
s u r e  d e f i c i e n c i e s  i n  a n n u a l  r e p o r t s  and  e x p l a i n  why some f i r m s  mi gh t  
e x h i b i t  a g r e a t e r  d e g r e e  o f  d i s c l o s u r e  t h a n  o t h e r s .  He f i r s t  d e v e l ­
oped  a t h i r t y - o n e  i t e m " d i s c l o s u r e  i n d e x . "  The c o m p o s i t i o n  o f  t h e  
i ndex  was d e v e l o p e d  f rom i n t e r v i e w s  w i t h  f i n a n c i a l  a n a l y s t s  i n  t h e  
San F r a n c i s c o  Bay a r e a  a nd  q u e s t i o n n a i r e s  s e n t  t o  a random s a mp l e  o f  
f i n a n c i a l  a n a l y s t s  in o t h e r  a r e a s  o f  t h e  c o u n t r y .  The i ndex  was used  
t o  s c o r e  t h e  a n n u a l  r e p o r t s  o f  527 c o m p a n i e s  in t e r m s  o f  a p e r c e n t a g e  
s c o r e .  T h i s  s c o r e  was b a s e d  upon " t h e  number  o f  p o i n t s  r e c e i v e d  f o r
i t e ms  i n c l u d e d  in an a n n u a l  r e p o r t ,  ( d i v i d e d )  by t h e  number  o f  p o i n t s
33p o s s i b l e  f o r  a l l  i t e ms  a p p l i c a b l e  t o  t h a t  c o mpa ny . "  The s c o r e s  
we r e  u s e d  t o  d i s t i n g u i s h  d i f f e r e n c e s  i n  d i s c l o s u r e  among c o m p a n i e s ,  
and t o  e xa mi ne  t h e  q u a n t i t a t i v e  e f f e c t s  o f  s e v e r a l  v a r i a b l e s  upon 
d i s c l o s u r e  ( a s  me a s u r e d  by t h e  s c o r e s ) .  The v a r i a b l e s  w e r e :  ( l )
r a t e  o f  r e t u r n  on n e t  w o r t h ,  (2)  a s s e t  s i z e ,  ( 3 ) method o f  t r a d i n g  
s h a r e s  o f  s t o c k  ( i . e . ,  l i s t i n g  s t a t u s ) ,  and  (4)  number  o f  s t o c k ­
h o l d e r s .
33 Al an  Ro b e r t  C e r f ,  C o r p o r a t e  R e p o r t i n g  and I n v e s t m e n t  
D e c i s i o n s  ( B e r k e l e y :  U n i v e r s i t y  o f  C a l i f o r n i a  P r e s s ,  1 9 6 1 ) ,  p .  25 .
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Ce r f  c o n c l u d e d  t h a t  t h e r e  was a d i f f e r e n c e  in d i s c l o s u r e  p r o v i d ­
ed by f i r m s  whose s t o c k  was l i s t e d  on t h e  New York S t o c k  Exchange ,  
and f i r m s  whose s t o c k  was l i s t e d  on o t h e r  e x c h a n g e s  o r  t r a d e d  o v e r -  
t h e - c o u n t e r .  A d d i t i o n a l l y ,  C e r f  f ound t h a t  s e v e r a l  a r e a s  o f  c o r p o r ­
a t e  r e p o r t i n g  were  d e f i c i e n t  in t e r m s  o f  t h e  amount  o f  i n f o r m a t i o n  
p r e s e n t e d .  The mos t  i m p o r t a n t  a r e a s  i n c l u d e d  i n f o r m a t i o n  on r e s e a r c h  
and d e v e l o p m e n t ,  c a p i t a l  e x p e n d i t u r e s ,  f o r e c a s t i n g  o f  f u t u r e  a c t i v i ­
t i e s ,  s a l e s  b r eakdown,  a nd  h i s t o r i c a l  summar i e s  o f  i m p o r t a n t  i n f o r ­
m a t i o n .
In 1971,  S i nghv i  a nd  Desai  a l s o  p u b l i s h e d  a s t u d y  t h a t  a t t e m p t e d  
t o  m e a s u r e  and e x p l a i n  c o r p o r a t e  a n n u a l  r e p o r t  d i s c l o s u r e .  They 
s t a t e d  t h a t  t h e i r  p u r p o s e  was " t o  i d e n t i f y  some o f  t h e  c h a r a c t e r ­
i s t i c s  o f  c o r p o r a t i o n s  . . . whi ch  a r e  a s s o c i a t e d  w i t h  . . . t h e
3kq u a l i t y  o f  c o r p o r a t e  d i s c l o s u r e . "
S i nghv i  and Desai  exa mi ned  t h e  a n n u a l  r e p o r t s  o f  100 l i s t e d  and 
55 u n l i s t e d  c o r p o r a t i o n s .  Us i ng  a t h i r t y - f o u r  i t em i n d e x ,  p r i m a r i l y  
ba s ed  upon t h e  one  d e v e l o p e d  by C e r f ,  t h e y  a s s i g n e d  e a c h  company an 
a b s o l u t e  s c o r e  b a s e d  upon t h e  number  o f  i t e ms  a p p e a r i n g  in t h e  i ndex  
t h a t  wer e  d i s c l o s e d  in i t s  a n n u a l  r e p o r t .  A f t e r  a d i s c l o s u r e  s c o r e  
had been c a l c u l a t e d  f o r  e a c h  o f  t h e  a n n u a l  r e p o r t s ,  t h e  a u t h o r s  
exa mi ned  t h e  i n f l u e n c e  o f  s e v e r a l  v a r i a b l e s  on t h e  d i s c l o s u r e  s c o r e s .  
The v a r i a b l e s  we r e :  ( l )  a s s e t  s i z e ;  (2)  number  o f  s t o c k h o l d e r s ,  (3)
l i s t i n g  s t a t u s ,  (k)  CPA f i r m ,  (5)  r a t e  o f  r e t u r n  on n e t  w o r t h ,  and
3k
S u r e n d r a  S.  S i n g h v i  and H a r s h a  B. D e s a i ,  "An Empi r ­
i c a l  A n a l y s i s  o f  t h e  Q u a l i t y  o f  C o r p o r a t e  F i n a n c i a l  D i s c l o ­
s u r e , "  A c c o u n t i n g  R e v i e w , k€> ( 1 9 7 1 ) ,  129.
AO
(6)  e a r n i n g s  margin.  The a ut h o r s  c onc l uded t h a t
. . . c o r p o r a t i o n s  wh i c h  d i s c l o s e  i n a d e q u a t e  i n f o r m a t i o n  
a r e  l i k e l y  t o  be :  (a)  s ma l l  i n  s i z e  a s  mea s u r ed  by t o t a l
a s s e t s ,  (b)  smal l  in s i z e  a s  me a s u r e d  by number  o f  s t o c k ­
h o l d e r s ,  (c)  f r e e  f rom l i s t i n g  r e q u i r e m e n t s ,  (d)  a u d i t e d  by 
a s mal l  CPA f i r m ,  (e)  l e s s  p r o f i t a b l e  a s  me a s u r e d  by r a t e  
o f  r e t u r n ,  and ( f )  l e s s  p r o f i t a b l e  a s  me a s u r e d  by e a r n i n g s  
m a r g i n .  35
Empir ical  e v i d e n c e  r e g a r d i n g  t h e  i n f l u e n c e  o f  c o r p o r a t e  d i s c l o s u r e  on 
s e c u r i t y  p r i c e  f l u c t u a t i o n s  was a l s o  prov i ded  in t h i s  s t u d y .  Si nghvi  
and Desai  conc l ude d  t h a t  t he  q u a l i t y  o f  d i s c l o s u r e  ( a s  measured by 
t h e i r  index)  was one  o f  t he  v a r i a b l e s  t h a t  had some e f f e c t  on s e c u ­
r i t y  p r i c e s .
A m a j o r  l i m i t a t i o n  o r  we a kne s s  o f  t h e  S i n g h v i  and Desai  and t h e  
C e r f  s t u d i e s  was t h a t  t h e y  u s e d  an  a b s o l u t e  s c o r i n g  s y s t e m  in e v a l u ­
a t i n g  t h e  annua l  r e p o r t s  in t h e i r  s a m p l e .  T h a t  i s ,  some o f  t h e  i t ems  
in t h e  i n d e x  m i g h t  n o t  be a p p l i c a b l e  t o  a l l  t h e  f i r m s  in t h e  s amp l e .  
A d d i t i o n a l l y ,  S i n g h v i  and  Desai  p r i m a r i l y  r e l i e d  on t h e  d i s c l o s u r e  
i ndex  ( o f  i n f o r m a t i o n  i t e ms )  d e v e l o p e d  by C e r f .  T h i s  i ndex  may have  
become o u t d a t e d .
To ove rcome  t h e s e  l i m i t a t i o n s ,  Buzby (197*0 and  S t a n g a  (197**), 
wo r k i n g  i n d e p e n d e n t l y ,  i n c o r p o r a t e d  two i mpr ovement s  in a t t e m p t i n g  
t o  m e a s u r e  d i s c l o s u r e  in c o r p o r a t e  a n n u a l  r e p o r t s .  The f i r s t  
improvement  c o n s i s t e d  o f  d e v e l o p i n g  a new l i s t  o f  i n f o r m a t i o n  i t e m s .  
The s e  i n f o r m a t i o n  i t e ms  wer e  p r e s e n t e d  in a q u e s t i o n n a i r e  and s e n t  
t o  p r o f e s s i o n a l  f i n a n c i a l  a n a l y s t s .  B u z b y ' s  q u e s t i o n n a i r e  had
35 Si nghvi  and D e s a i ,  p.  137-
t h i r t y - n i n e  i t e ms  w h i l e  S t a n g a ' s  had s e v e n t y - n i n e .  The a n a l y s t s '  
r e s p o n s e s  t o  t h e  q u e s t i o n n a i r e s  we r e  us e d  t o  d e v e l o p  a s e t  o f  d i s c l o ­
s u r e  c r i t e r i a  ( c a l l e d  a " d i s c l o s u r e  mode l "  by S t a n g a  and r e f e r r e d  t o  
by Buzby a s  " d i s c l o s u r e  w e i g h t s " ) ,  t h a t  was us e d  t o  e v a l u a t e  ( s c o r e )  
a s ampl e  o f  c o r p o r a t e  r e p o r t s .  In making t h i s  e v a l u a t i o n ,  t h e  s econd  
improvement  o v e r  t h e  S i n g h v i  and Desai  s t u d y  was i mp l e me n t e d .  Tha t  
i s ,  t h e  SEC 10-K document  was u s e d  a s  a c h e c k  in d e t e r m i n i n g  t h e  
i n f o r m a t i o n  i t e ms  whi ch  we r e  a p p l i c a b l e  t o  e a c h  c o m p a n y ' s  annua l  
r e p o r t .
Both Buzby and S t a n g a  i n v e s t i g a t e d  t h e  r e l a t i o n s h i p  be tween 
d i s c l o s u r e  ( a s  me a s u r e d  in t h e i r  r e s p e c t i v e  s t u d i e s )  and s e v e r a l  
company c h a r a c t e r i s t i c s .  Buzby c o n c l u d e d  t h a t  h i s  m e a s u r e  o f  d i s c l o ­
s u r e  in a nnua l  r e p o r t s  was p o s i t i v e l y  a s s o c i a t e d  w i t h  t h e  s i z e  o f  a 
c o m p a n y ' s  t o t a l  a s s e t s ,  b u t  n o t  w i t h  i t s  l i s t i n g  s t a t u s .  S t a n g a  
c o n c l u d e d  t h a t  c e r t a i n  i n f o r m a t i o n a l  d e f i c i e n c i e s  e x i s t e d  in 
p u b l i s h e d  c o r p o r a t e  a n n u a l  r e p o r t s .  However ,  he  d i d  n o t  f i n d  an 
i m p o r t a n t  r e l a t i o n s h i p  be t we en  h i s  m e a s u r e  o f  d i s c l o s u r e  and c o r p o r ­
a t e  s i z e .  Nor d i d  he f i n d  d i f f e r e n c e s  in c o r p o r a t e  d i s c l o s u r e  t h a t  
c o u l d  be e x p l a i n e d  by i n d u s t r y  a f f i l i a t i o n .
The o v e r a l l  c o n c l u s i o n s  o f  t h e s e  s t u d i e s  can  be  summar i zed  by 
n o t i n g  t h a t  d i f f e r e n c e s  in d i s c l o s u r e  be t ween  c ompa n i e s  do e x i s t  and 
t e n d  t o  be a f u n c t i o n  o f  s uc h  v a r i a b l e s  a s  company s i z e ,  p r o f i t a b i l ­
i t y ,  t h e  CPA f i r m  a u d i t i n g  t h e  company,  and p o s s i b l y  l i s t i n g  s t a t u s .
In g e n e r a l ,  c o mp a n i e s  t h a t  a r e  l a r g e r ,  more p r o f i t a b l e ,  
a u d i t e d  by l a r g e  CPA f i r m s ,  and  whose  s h a r e s  a r e  t r a d e d  
on t h e  New York S t o c k  Exchange  t e n d  t o  be  s i g n i f i c a n t l y  
b e t t e r  d i s c l o s e r s  t h a n  c o mp a n i e s  t h a t  a r e  s m a l l e r ,  l e s s
k l
p r o f i t a b l e ,  a u d i t e d  by s mal l  CPA f i r m s ,  and whose  s h a r e s  
a r e  t r a d e d  e i t h e r  o v e r  t h e  c o u n t e r  o r  c l o s e l y  h e l d . 36
The p r e v i o u s l y  m e n t i o n e d  s t u d i e s  have  d i s c u s s e d  p e r c e i v e d  
d e f i c i e n c i e s  in c o r p o r a t e  d i s c l o s u r e  and  f i n a n c i a l  r e p o r t i n g  
p r a c t i c e s .  In some c a s e s ,  s u g g e s t i o n s  were  o f f e r e d  f o r  i mpr ov i ng  
f i n a n c i a l  r e p o r t i n g  by t h e  a d d i t i o n  o f ,  o r  e x p a n s i o n  o f ,  s e l e c t e d  
f i n a n c i a l  s t a t e m e n t  i t e m s .  The c o n c l u s i o n s  r e a c h e d  and s u g g e s t e d  
r ec omme nda t i ons  o f  t h e s e  s t u d i e s  were  ba s ed  in p a r t  upon t h e  i n f o r m a ­
t i o n  n e e ds  o f  a s p e c i f i c  u s e r  g r o u p .  The s e  i n f o r m a t i o n  ne e ds  were  
e i t h e r  1) h y p o t h e s i z e d  by t h e  a u t h o r ( s ) ,  o r  2) o b t a i n e d  by s a mp l i n g  
i n d i v i d u a l s  w i t h i n  a s p e c i f i c  g r o u p .  The r e  i s  some q u e s t i o n  a s  t o  
w h e t h e r  t h e  u s e  o f  a s p e c i f i c  u s e r  g r ou p  ( b a n k e r s ,  a n a l y s t s ,  e t c . )  a s  
a s u r r o g a t e  f o r  a l l  f i n a n c i a l  s t a t e m e n t  u s e r s  can  r e s u l t  in m e a n i ng ­
f u l  r ec o mme n d a t i o n s  and c o n c l u s i o n s  c o n c e r n i n g  t h e  s t a t e  o f ,  o r  
c h a n g e s  i n ,  f i n a n c i a l  r e p o r t i n g .  T h e r e f o r e ,  some d i s c u s s i o n  i s  
w a r r a n t e d  a s  t o  t h e  a p p r o p r i a t e n e s s  o f  t h i s  r e s e a r c h  a p p r o a c h .
Gener a l  P u r p o s e  v e r s u s  S p e c i f i c  User  Approach
Annual  r e p o r t s  a r e  u s e d  by a wi de  v a r i e t y  o f  i n t e r e s t e d  p a r t i e s .  
T h e r e f o r e ,  in e v a l u a t i n g  a l t e r n a t i v e  a c c o u n t i n g  m e t h o d s ,  c h a n g e s  in 
r e p o r t i n g  f o r m a t s ,  o r  e x t e n s i o n s  o f  a c c o u n t i n g  d i s c l o s u r e ,  t h e  f o c u s  
i s  n o t  on t h e  n e e d s  o f  a ny  s i n g l e  u s e r  g r o u p ,  b u t  i n s t e a d  on t h e
Thomas R. Dyckman,  Michae l  G i b b i n s ,  and Ro b e r t  J .  S w i e r i n g a ,  
" E x p e r i m e n t a l  and S u r ve y  R e s e a r c h  in F i n a n c i a l  A c c o u n t i n g :  A Review
and E v a l u a t i o n , "  in The Impact  o f  A c c o u n t i n g  R e s e a r c h  on P r a c t i c e  and 
Pi s c l o s u r e , e d .  A. Rashad A b d e l - k h a l I k  and Thomas F. K e l l e r  (Durham,  
Nor t h  C a r o l i n a :  Duke U n i v e r s i t y  P r e s s ,  1 9 7 8 ) ,  p.  53*
n e e d s  o f  a l l  p o t e n t i a l  u s e r  g r o u p s .  T h i s  g e n e r a l  p u r p o s e  a p p r o a c h  
f o r  e v a l u a t i n g  a c c o u n t i n g  i n f o r m a t i o n  r e q u i r e m e n t s  i s  embedded in 
a c c o u n t i n g  t h e o r y .  APB S t a t e m e n t  No. k s t a t e s  t h a t
F i n a n c i a l  a c c o u n t i n g  p r e s e n t s  g e n e r a l - p u r p o s e  f i n a n c i a l  
i n f o r m a t i o n  t h a t  i s  d e s i g n e d  t o  s e r v e  t h e  common n e e d s  o f  
o w n e r s ,  c r e d i t o r s ,  m a n a g e r s ,  and o t h e r  u s e r s ,  w i t h  p r i m a r y  
e mp h a s i s  on t h e  n e e d s  o f  p r e s e n t  and p o t e n t i a l  owne r s  and 
c r e d i t o r s .  . . . G e n e r a l - p u r p o s e  f i n a n c i a l  s t a t e m e n t s  a r e  
p r e p a r e d  by an e n t e r p r i s e  u n d e r  t h e  p r e s u m p t i o n  t h a t  u s e r s  
have  common n e e d s  f o r  i n f o r m a t i o n . ”
A d d i t i o n a l l y ,  t h e  FASB t o o k  t h e  g e n e r a l  p u r p o s e  a p p r o a c h  when,  
in 1976,  t h e  Board i s s u e d  a t h r e e - p a r t  D i s c u s s i o n  Memorandum e n t i t l e d  
Co n c e p t u a l  Framework f o r  F i n a n c i a l  A c c o u n t i n g  and R e p o r t i n g :  E l e me n t s  
o f  F i n a n c i a l  S t a t e m e n t s  and T h e i r  M e a s u r e m e n t . The document  s e t  
f o r t h  t h e  m a j o r  i s s u e s  t h a t  mus t  be a d d r e s s e d  in e s t a b l i s h i n g  a 
c o n c e p t u a l  f r amework  f o r  a c c o u n t i n g .  The D i s c u s s i o n  Memorandum 
r e s u l t e d  in t h e  i s s u a n c e  o f  FASB S t a t e m e n t s  o f  F i n a n c i a l  A c c o u n t i n g  
C o n c e p t s  (SFAC) Nos.  1 and  2 .
In SFAC No. 1,  t h e  FASB a t t e m p t e d  t o  l a y  a c o n c e p t u a l  f r amework  
and t h e r e b y  i d e n t i f y  t h e  o b j e c t i v e s  t h a t  a r e  t o  be met  by f i n a n c i a l  
r e p o r t i n g .  The S t a t e m e n t  i d e n t i f i e d  t h e  p r i m a r y  o b j e c t i v e  o f  f i n a n ­
c i a l  r e p o r t i n g  a s  p r o v i d i n g  " i n f o r m a t i o n  t h a t  i s  u s e f u l  t o  p r e s e n t  
and p o t e n t i a l  i n v e s t o r s  and  c r e d i t o r s  and o t h e r  u s e r s  in making
00
r a t i o n a l  i n v e s t m e n t ,  c r e d i t ,  and s i m i l a r  d e c i s i o n s . "  The S t a t e m e n t  
37 A c c o u n t i n g  P r i n c i p l e s  Bo a r d ,  S t a t e m e n t  No. A, p .  9080.
3 8 F i n a n c i a l  A c c o u n t i n g  S t a n d a r d s  Boa r d ,  S t a t e m e n t  o f  F i n a n c i a l  
A c c o u n t i n g  C o n c e p t s  No. 1 -  O b j e c t i v e s  o f  F i n a n c i a l  R e p o r t i n g  by 
B u s i n e s s  E n t e r p r i s e s  ( S t a m f o r d ,  Conn . :  F i n a n c i a l  A c c o u n t i n g  S t a n d ­
a r d s  Boa r d ,  1 9 7 8 ) ,  p .  16■
44
a l s o  I n d i c a t e d  t h a t  a f u r t h e r  o b j e c t i v e  o f  f i n a n c i a l  r e p o r t s  was t o  
a s s i s t  u s e r s  in t h e i r  i n v e s t m e n t  and  c r e d i t  d e c i s i o n s  by a i d i n g  them 
i n
. . . a s s e s s i n g  t h e  a m o u n t s ,  t i m i n g ,  and u n c e r t a i n t y  o f  
p r o s p e c t i v e  c a s h  r e c e i p t s  f rom d i v i d e n d s  o r  i n t e r e s t  and 
t h e  p r o c e e d s  f rom t h e  s a l e ,  r e d e m p t i o n ,  o r  m a t u r i t y  o f  
s e c u r i t i e s  o r  l o a n s . 39
The Board c o n c l u d e d  t h a t  t o  mee t  t h e s e  o b j e c t i v e s  g e n e r a l  p u r p o s e  
f i n a n c i a l  s t a t e m e n t s  s h o u l d  be p r o v i d e d .
The o b j e c t i v e s  in t h i s  s t a t e m e n t  a r e  t h o s e  o f  g e n e r a l  
p u r p o s e  e x t e r n a l  f i n a n c i a l  r e p o r t i n g  by b u s i n e s s  e n t e r ­
p r i s e s .  The o b j e c t i v e s  s t e m p r i m a r i l y  f rom t h e  i n f o r m a ­
t i o n a l  n e e d s  o f  e x t e r n a l  u s e r s  who l a c k  t h e  a b i l i t y  t o  
p r e s c r i b e  t h e  f i n a n c i a l  i n f o r m a t i o n  t h e y  want  f rom an 
e n t e r p r i s e  and t h e r e f o r e  mus t  u s e  t h e  i n f o r m a t i o n  t h a t  
management  c o mmu n i c a t e s  t o  t hem.^O
Ge ne r a l  p u r p o s e  e x t e r n a l  f i n a n c i a l  r e p o r t i n g  i s  d i r e c t e d  
t owar d  t h e  common i n t e r e s t  o f  v a r i o u s  p o t e n t i a l  u s e r s  in 
t h e  a b i l i t y  o f  an e n t e r p r i s e  t o  g e n e r a t e  f a v o r a b l e  c a s h  
f l o w s  . . . ^1
However ,  in SFAC No. 1,  t h e  FASB d i d  n o t  s p e c i f y  t h e  c h a r a c t e r ­
i s t i c s  o f  t h e  i n f o r m a t i o n  t o  be p r o v i d e d  in t h e  g e n e r a l  p u r p o s e  
f i n a n c i a l  s t a t e m e n t s .  T h e r e f o r e ,  in SFAC No. 2 e n t i t l e d  Qua l i  t a t  i ve
C h a r a c t e r i s t i c s  o f  A c c o u n t i n g  I n f o r m a t i o n , t h e  Board a t t e m p t e d  t o
39 F i n a n c i a l  A c c o u n t i n g S t a n d a r d s B o a r d , S t a t e m e n t o f Fi nanc  i a l
A c c o u n t i n g  Co n c e p t s  No. 1,  p. 17-
^  F i n a n c i a l  A c c o u n t i n g S t a n d a r d s B o a r d , S t a t e m e n t o f Fi n a n c i a l
A c c o u n t i n g  C o n c e p t s  No. 1,  p. 13.
41 F i n a n c i a l  A c c o u n t i n g S t a n d a r d s Boa r d , S t a t e m e n t o f F i n a n c i a l
A c c o u n t i n g  Co n c e p t s  No. 1 , p . 14.
45
exami ne  t h e  q u a l i t a t i v e  c h a r a c t e r i s t i c s  t h a t  make a c c o u n t i n g  i n f o r ma -  
42t i o n  u s e f u l .  The d i s c u s s i o n  c e n t e r e d  a r o u n d  t h e  c h a r a c t e r i s t i c s  o f  
r e l e v a n c y ,  r e l i a b i l i t y ,  c o m p a r a b i l i t y ,  c o n s i s t e n c y ,  and m a t e r i a l i t y .  
Whi l e  SFAC No. 1 was c o n c e r n e d  w i t h  t h e  o b j e c t i v e s  o f  f i n a n c i a l  
r e p o r t i n g ,  SFAC No. 2 was c o n c e r n e d  w i t h  how t h o s e  o b j e c t i v e s  wer e  t o  
be a t t a i n e d .
In SFAC No. 2 t h e  Board r e i t e r a t e d  t h e  g e n e r a l  p u r p o s e  a p p r o a c h
t o  f i n a n c i a l  r e p o r t i n g  a s  d e s c r i b e d  in SFAC No. 1 s t a t i n g  t h a t  M. . .
43f i n a n c i a l  r e p o r t i n g  means  g e n e r a l  p u r p o s e  e x t e r n a l  r e p o r t i n g  . . . "
So a l t h o u g h  t h e  Board r e j e c t e d  t h e  s p e c i f i c  p u r p o s e  a p p r o a c h  t o  
e x t e r n a l  f i n a n c i a l  r e p o r t i n g  (and o p t e d  f o r  t h e  g e n e r a l  p u r p o s e  
a p p r o a c h ) ,  t h e r e  may be some m e r i t  t o  u t i l i z i n g  t h e  a p p r o a c h  a s  a 
r e s e a r c h  t o o l  in e v a l u a t i n g  s u g g e s t e d  c h a n g e s  i n  g e n e r a l  p u r p o s e  
f i n a n c i a l  s t a t e m e n t s .
Tha t  i s ,  t h e  s p e c i f i c  u s e r  a p p r o a c h  ( s e l e c t i n g  a s i n g l e  u s e r  
c a t e g o r y  -  t h e  method u s e d  in t h i s  s t u d y )  c o u l d  be a p p l i e d  in many 
d i f f e r e n t  t y p e s  o f  c i r c u m s t a n c e s .  The i n f o r m a t i o n  n e e d s  o f  v a r i o u s  
u s e r  g r o u p s  c o u l d  t h e n  be  exa mi ned  t o  a s c e r t a i n  w h e t h e r  a c ommona l i t y  
o f  n e e d s  was f ound  t o  e x i s t .  P r o p o s e d  c h a n g e s  in g e n e r a l  p u r p o s e  
f i n a n c i a l  s t a t e m e n t s  c o u l d  t h e n  be s u p p o r t e d  ( o r  r e f u t e d )  by t h e  e v i ­
d e n c e  g a t h e r e d  r e g a r d i n g  common i n f o r m a t i o n  n e e d s  among t h e  g r o u p s .
42
F i n a n c i a l  A c c o u n t i n g  S t a n d a r d s  Boa r d ,  S t a t e m e n t  o f  F i n a n c i a l  
A c c o u n t i n g  Co n c e p t s  No. 2 -  Q u a l i t a t i v e  C h a r a c t e r i s t i c s  o f  A c c o u n t i n g  
I n f o r m a t i o n  ( S t a m f o r d ,  Co n n . :  F i n a n c i a l  A c c o u n t i n q  S t a n d a r d s  Board ,
19&0),  p.  9.
43 F i n a n c i a l  A c c o u n t i n g  S t a n d a r d s  Boa r d ,  S t a t e m e n t  o f  F i n a n c i a l  
A c c o u n t i n g  C o n c e p t s  No. 2 ,  p . 10.
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I f  g e n e r a l  p u r p o s e  f i n a n c i a l  r e p o r t i n g  i s  a w o r t h y  g o a l ,  t h e n  
p r o p o s e d  c h a n g e s  in t h e  fo rm and c o n t e n t  o f  f i n a n c i a l  s t a t e m e n t s  
s h o u l d  a d d r e s s  t h e  q u e s t i o n  o f  w h e t h e r  t h o s e  c h a n g e s  w i l l  r e s u l t  in a 
more e f f e c t i v e  and e f f i c i e n t  a n n u a l  r e p o r t  g i v e n  t h e  i n f o r m a t i o n  
n e e d s  o f  a m a j o r i t y  o f  f i n a n c i a l  s t a t e m e n t  u s e r s .  The s p e c i f i c  u s e r  
a p p r o a c h  can  be u s e d  t o  h e l p  a n s we r  t h i s  q u e s t i o n .  V a l i d  p r o p o s a l s  
f o r  c h a n g e s  in r e p o r t i n g  and d i s c l o s u r e  p r a c t i c e s  may n o t  be a p p r o ­
p r i a t e  u n t i l  f u r t h e r  r e s e a r c h  i s  d i r e c t e d  t oward  t h e  common i n f o r m a ­
t i o n a l  r e q u i r e m e n t s  and  d e c i s i o n  mode l s  o f  v a r i o u s  u s e r  g r o u p s .
MUNICIPAL STUDIES RELATING TO DISCLOSURE
The b a s i c  r e s e a r c h  a p p r o a c h e s  u t i l i z e d  in s t u d y i n g  d i s c l o s u r e  in 
t h e  p u b l i c  s e c t o r  have  c l o s e l y  p a r a l l e l e d  t h a t  o f  t h e  p r i v a t e  s e c t o r .  
I n i t i a l  r e s e a r c h  e f f o r t s  wer e  n o r m a t i v e  in n a t u r e  and f o l l o w e d  by 
s e v e r a l  e m p i r i c a l  e f f o r t s .
The Coope r s  S L y b r a n d / U n i v e r s i t y  o f  Mi ch i gan  S t udy
T h i s  s t u d y ,  c o n d u c t e d  in  1976 by Coope r s  £ Lybrand  (CSL) in 
c o n j u n c t i o n  w i t h  t h e  U n i v e r s i t y  o f  M i c h i g a n ,  was one  o f  t h e  f i r s t  
d e a l i n g  w i t h  m u n i c i p a l  d i s c l o s u r e  and r e p o r t i n g  p r a c t i c e s .  The 
p u r p o s e  o f  t h e  j o i n t  s t u d y  was t o  i d e n t i f y  t h e  d i s c l o s u r e  p r a c t i c e s  
o f  s e l e c t e d  Amer i can  c i t i e s  and  t o  o f f e r  r ec omme nda t i ons  f o r  
i mpr ov i ng  t h o s e  p r a c t i c e s .
F o r t y - s i x  c i t y  a n n u a l  r e p o r t s  we r e  s e l e c t e d  f o r  t h i s  s t u d y .  The 
c r i t e r i a  u s e d  in s e l e c t i n g  t h e  s a mpl e  was n o t  p r o v i d e d  by t h e  
a u t h o r s .  Each r e p o r t  was c l o s e l y  exa mi ned  t o  d e t e r m i n e  t h e  d e g r e e  o f
a d h e r e n c e  t o  GAAP, t o  r ec o mme n d a t i o n s  s e t  f o r t h  in t h e  GAAFR m a n u a l , 
and t o  t h e  AlCPA' s  i n d u s t r y  a u d i t  g u i d e  e n t i t l e d  Aud ? t s  o f  S t a t e  and 
Local  Government a l  U n i t s  (ASLGU). In r e g a r d  t o  GAAFR
GAAFR's p r i n c i p l e s  do n o t  r e p r e s e n t  a c o m p l e t e  and s e p a r a t e  
body o f  a c c o u n t i n g  p r i n c i p l e s ,  b u t  r a t h e r  a r e  p a r t  o f  t h e  
whol e  body o f  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s  
whi ch  de a l  s p e c i f i c a l l y  w i t h  g o v e r n m e n t a l  u n i t s .  . . . 
( F u r t h e r )  e x c e p t  a s  m o d i f i e d  i n  . . . ( t h e  ASLGU) g u i d e ,  
t h e y  ( GAAFR1s p r i n c i p l e s )  c o n s t i t u t e  g e n e r a l l y  a c c e p t e d  
a c c o u n t i n g  p r i n c i p i e s . ^
The e x a m i n a t i o n  r e v e a l e d  a s u b s t a n t i a l  l a c k  o f  c o m p l i a n c e  w i t h ,  
and d i v e r s i t y  in a d h e r i n g  t o ,  GAAP and GAAFR. For  e x a mp l e ,  e i g h t y -  
f o u r  p e r c e n t  o f  t h e  c i t i e s  i n  t h e  s t u d y  d i d  n o t  i n d i c a t e  t h e  a c c r u e d  
c o s t  o f  v a c a t i o n  and s i c k  pay in t h e i r  a nnua l  f i n a n c i a l  s t a t e m e n t s ,  
and " o v e r  25% o f  t h e  c i t i e s  s t u d i e d  d i d  n o t ,  and c o u l d  n o t ,  d i s c l o s e  
t h e  d o l l a r s  i n v e s t e d  in l o n g - l i v e d  a s s e t s . "  O t h e r  e x a mp l e s  o f  non-  
c o m p l i a n c e  i n c l u d e d  a l a c k  o f  p e n s i o n  i n f o r m a t i o n  by a l m o s t  e i g h t y  
p e r c e n t  o f  t h e  c i t i e s  in t h e  s a m p l e ,  and t h e  n o n - e x i s t e n c e  o f  any 
r e f e r e n c e  t o  o v e r l a p p i n g  d e b t  by f i f t y  p e r c e n t  o f  t h e  c i t i e s  i n c l u d e d  
in  t h e  s t u d y .
S e v e r a l  i n t e r i m ,  r e m e d i a l  r ec o mme n d a t i o n s  were  o f f e r e d  by t h e  
a u t h o r s ,  s uc h  a s  c o n f o r m i n g  m u n i c i p a l  a c c o u n t i n g  p r i n c i p l e s  and
Commi t t ee  on Gover nment a l  A c c o u n t i n g  and A u d i t i n g  o f  t h e  
Amer i can  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  A u d i t s  o f  S t a t e  
and Local  Government a l  U n i t s  (New York:  Amer i can  I n s t i t u t e  o f
C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  1 9 7 5 ) ,  p .  9•
k5 Cooper s  & Lybrand  and  t h e  U n i v e r s i t y  o f  Mi c h i g a n ,
F i n a n c i a l  D i s c l o s u r e  P r a c t i c e s  o f  t h e  Amer i can  C i t i e s  -  A P u b l i c  
R e p o r t  (New York:  Coope r s  & Lybr a nd ,  1 976 ) ,  p . 28.
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46p r a c t i c e s  t o  t h o s e  o f  p r i v a t e  e n t e r p r i s e s .  The s e  r ec omme nda t i ons
i n c l u d e d  t h e  r e q u i r e m e n t  t h a t  m u n i c i p a l i t i e s  i s s u e  c o n s o l i d a t e d
47f i n a n c i a l  s t a t e m e n t s .  A c o m p r e h e n s i v e  e xa mpl e  s e t  o f  f i n a n c i a l  
s t a t e m e n t s  and s u g g e s t e d  f o o t n o t e  d i s c l o s u r e s  a c c o mp a n i e d  t h e  s t u d y .  
The a u t h o r s  f u r t h e r  recommended t h a t  a mechani sm be d e v e l o p e d ,  
t h r o u g h  l e g i s l a t i o n  i f  n e c e s s a r y ,  t o  a s s u r e  c o m p l i a n c e  t o  p r e s c r i b e d  
r e p o r t i n g  and d i s c l o s u r e  g u i d e l i n e s  a t  t h e  s t a t e ,  l o c a l  o r  f e d e r a l  
1e v e l .
T h i s  s t u d y  has  s e v e r a l  l i m i t a t i o n s .  One l i m i t a t i o n  i s  t h a t  i t  
i s  n o t  o b v i o u s  t h a t  m u n i c i p a l i t i e s  s h o u l d  be s u b j e c t  t o  t h e  same 
a c c o u n t i n g  and d i s c l o s u r e  r e q u i r e m e n t s  a s  a p p l i e d  t o  p r i v a t e  e n t e r ­
p r i s e s  when t h o s e  r e q u i r e m e n t s  have  n o t  been shown t o  be o p t i m a l  even  
f o r  p r i v a t e  e n t e r p r i s e s .  For  e x a m p l e ,  t h e  t r e n d  in p r i v a t e  e n t e r ­
p r i s e  a c c o u n t i n g  may be more  t owa r d  g r e a t e r  d i s a g g r e g a t i o n  ( segmen­
t a l ,  l i n e  o f  b u s i n e s s  r e p o r t i n g ) ,  a nd  away f rom t r a d i t i o n a l  a g g r e g a t ­
ed ( c o n s o l i d a t e d )  r e p o r t i n g .  A n o t h e r  l i m i t a t i o n  i s  t h a t  t h e  s u g g e s t ­
ed c h a n g e s  a r e  b a s e d ,  in w h o l e ,  on a s t u d y  o f  t h e  s e l e c t e d  c i t i e s '  
f i n a n c i a l  s t a t e m e n t s  and  n o t  on a s u r v e y  o f  t h e  u s e r s  o f  t h o s e  f i n a n ­
c i a l  s t a t e m e n t s .  The e x a m i n a t i o n  o f  t h e  f i n a n c i a l  s t a t e m e n t s  i n d i c a t ­
ed o n l y  w h e t h e r  t h e  s t a t e m e n t s  we r e  in c o n f o r ma n c e  w i t h  GAAP. The
46 Cooper s  & Lybrand  and  t h e  U n i v e r s i t y  o f  M i c h i g a n ,  A Pubi  i c  
R e p o r t , p . 12.
47 Cooper s  & Lybrand  and  t h e  U n i v e r s i t y  o f  M i c h i g a n ,  A Pubi  i c  
R e p o r t , p . 28 .
48 Cooper s  & Lybrand a nd  t h e  U n i v e r s i t y  o f  Mi c h i ga n ,  A P u b i i c  
R e p o r t , p.  37.
q u e s t i o n  s t i l l  r e ma i n s  a s  t o  w h e t h e r  GAAP-based f i n a n c i a l  s t a t e m e n t s  
a r e  o f  v a l u e  t o  u s e r s .  A d d i t i o n a l l y ,  t h e  a u t h o r s  imply  t h a t  a b e t t e r  
o r  more u s e f u l  s e t  o f  f i n a n c i a l  s t a t e m e n t s  w i l l  r e s u l t  i f  t h e  p r e ­
s c r i b e d  r ec omme nda t i ons  ( f o r  e x a m p l e ,  c o n s o l i d a t e d  f i n a n c i a l  s t a t e ­
men t s )  a r e  a c c e p t e d .  T h i s  a s s e r t i o n  i m p l i e s  t h a t  u s e r  b e h a v i o r  w i l l  be 
c ha nge d  o r  m o d i f i e d  and  d e c i s i o n - m a k i n g  e n h a n c e d .  However ,  no e m p i r i ­
c a l  e v i d e n c e  i s  o f f e r e d  by t h e  a u t h o r s  t o  eve n  s u g g e s t  t h a t  u s e r  b e h a v ­
i o r  would  be d i f f e r e n t ,  l e t  a l o n e  b e t t e r ,  in t e r ms  o f  d e c i s i o n - m a k i n g .
To d a t e ,  e m p i r i c a l  e v i d e n c e  c o n c e r n i n g  t h e  i mpac t  o f  s u g g e s t e d
c h a n g e s  in m u n i c i p a l  GAAP ha s  been s c a r c e .  One e x c e p t i o n  was
49p r o v i d e d  by P a t t o n .  He c o n d u c t e d  an  e x p e r i m e n t a l  s u r v e y  t o  i n v e s ­
t i g a t e  t h e  e f f e c t  on i n d i v i d u a l s '  i n t e r e s t  r a t e  e s t i m a t e s  o f  c o n s o l ­
i d a t i n g  f u n d - b y - f u n d  m u n i c i p a l  f i n a n c i a l  r e p o r t s .  P a t t o n  s u r v e y e d  
MFOA members by d i s t r i b u t i n g  t o  them h y p o t h e t i c a l  f i n a n c i a l  s t a t e ­
me n t s  p r e p a r e d  f o r  f o u r  c i t i e s .  He c a t e g o r i z e d  two o f  t h e  c i t e s  a s  
" w e l l - o f f "  and two a s  " n o t  w e l l - o f f . "  In e a c h  o f  t h e  c a t e g o r i e s ,  one  
o f  e a c h  o f  t h e s e  c i t i e s  was s ma l l  and t h e  o t h e r  was l a r g e  in t e r ms  o f  
c i t y  s i z e .  One s e t  o f  t h e  s t a t e m e n t s  was in t h e  r e g u l a r  f und  f o r m a t  
w h i l e  t h e  o t h e r  s e t  was in a c o n s o l i d a t e d  f o r m a t .  Th e s e  t h r e e  
f a c t o r s  ( " w e l l o f f n e s s , "  c i t y  s i z e ,  and r e p o r t  t y p e )  f u n c t i o n e d  a s  t h e  
i n d e p e n d e n t  v a r i a b l e s  in t h e  s t u d y .  The t a s k  c o n s i s t e d  o f  h a v i n g  t h e  
s u b j e c t s  p r o v i d e  an e x p e c t e d ,  h i g h ,  and low i n t e r e s t  r a t e  e s t i m a t e  
f o r  e a c h  o f  t h e  f o u r  c i t i e s  whose  f i n a n c i a l  r e p o r t  t h e y  e x a mi n e d .
4  9
James  M. P a t t o n ,  "An E x p e r i m e n t a l  I n v e s t i g a t i o n  o f  Some 
E f f e c t s  o f  C o n s o l i d a t i n g  Mu n i c i p a l  F i n a n c i a l  R e p o r t s , "  Ac c o u n t i n g  
Review,  53 ( 1 9 7 8 ) ,  4 0 2 - 4 1 1 .
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The d e p e n d e n t  v a r i a b l e s  were  t h e  e x p e c t e d  i n t e r e s t  r a t e s  and t h e  
i n t e r e s t  r a t e  r a n g e  e s t i m a t e s  ( h i g h - l o w ) .  The s t u d y  f i n d i n g s  i n d i ­
c a t e d  t h a t  o n l y  c i t y  s i z e  and d e g r e e  o f  " w e l l o f f n e s s "  were  s t a t i s ­
t i c a l l y  s i g n i f i c a n t  in r e l a t i o n  t o  t h e  e s t i m a t e d  i n t e r e s t  r a t e s  and 
r a n g e s  ( a t  t h e  . 05  l e v e l  o f  s i g n i f i c a n c e ) .  R e g a r d i n g  t h e  main t o p i c  
o f  c o n c e r n  in t h e  s t u d y ,  t h e  e f f e c t  o f  m u n i c i p a l  r e p o r t  t y p e  ( f u n d -  
b y - f u n d  v e r s u s  c o n s o l i d a t e d )  on i n t e r e s t  r a t e  e s t i m a t e s ,  P a t t o r  
r e p o r t e d  t h a t
The r e s u l t s  on t h i s  t o p i c  a r e  mi xe d .  The f a c t o r  o f  r e p o r t  
t y p e  was a s t a t i s t i c a l l y  s i g n i f i c a n t  i n f l u e n c e  on e x p e c t e d  
i n t e r e s t  r a t e s  a t  <X = . 1 0 ,  b u t  was i n s i g n i f i c a n t  a t  t h e  . 05 
l e v e l .  The t y p e  o f  r e p o r t  was n o t  s i g n i f i c a n t  in a f f e c t i n g  
t h e  i n t e r e s t  r a t e  r a n g e  d a t a . 50
Th u s ,  no c o n c l u s i v e  e v i d e n c e  o f  d i f f e r e n t i a l  e f f e c t s  a t  t h e  i n d i v i d ­
ua l  u s e r  l e v e l  was p r o d u c e d  by t h e  P a t t o n  s t u d y .
A l t h o u g h  t h e  p r e v i o u s l y  d i s c u s s e d  C&L s t u d y  was n o t  s p e c i f i c a l l y  
c o n c e r n e d  w i t h  u s e r s '  i n f o r m a t i o n  n e e d s ,  t h e  s t u d y  was a p o s i t i v e  
s t e p  in t h e  a r e a  o f  m u n i c i p a l  d i s c l o s u r e  r e s e a r c h .  The r e s u l t s  
e m p i r i c a l l y  s u p p o r t e d  t h e  f a c t  t h a t  c h a n g e s  were  n e c e s s a r y  in t h e  
r e p o r t i n g  and d i s c l o s u r e  p r a c t i c e s  o f  m u n i c i p a l i t i e s .  A l t h o u g h  i t  
was o b v i o u s  even  p r i o r  t o  t h i s  s t u d y  t h a t  some c h a n g e s  were  w a r r a n t ­
e d ,  t h e  s t u d y  i n d i c a t e d  t h a t  s e r i o u s  d e f i c i e n c i e s  e x i s t  in t h e  e x t e n t  
t o  wh i c h  key i n f o r m a t i o n  i s  p r e s e n t e d  in m u n i c i p a l  a nnua l  r e p o r t s .  
The s e  d e f i c i e n c i e s  r e s u l t e d  f rom d e p a r t u r e s  f rom GAAP embodied in 
b o t h  t h e  MFOA's GAAFR a nd  t h e  AICPA a u d i t  g u i d e .
^  P a t t o n ,  p .  1*11 .
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The s t u d y  f i n d i n g s  wer e  i m p o r t a n t  b e c a u s e  t h e y  showed a l a c k  o f  
a c c e p t a n c e  by m u n i c i p a l i t i e s  o f  r e p o r t i n g  and d i s c l o s u r e  recommenda­
t i o n s  o f f e r e d  by t h e  a f o r e m e n t i o n e d  o r g a n i z a t i o n s .
The Da v i d s o n ,  e t  a l . ,  S t udy
The Davi dson  s t u d y  was p u b l i s h e d  in  1977 and i t s  p u r p o s e  was t o
" p r o v i d e  a n o r m a t i v e  document  f o r  a p p r o p r i a t e  f i n a n c i a l  r e p o r t i n g  by
s t a t e  and l o c a l  g ove r nme n t  e n t i t i e s . " " ^  The a u t h o r s '  a p p r o a c h  was
n o n - e m p i r i c a l  and n o r m a t i v e .  The c o n c l u s i o n s  r e a c h e d  wer e  b a s i c a l l y
c o n s i s t e n t  w i t h  t h o s e  in t h e  1976 C&L s t u d y .  The a u t h o r s  " b e l i e v e
t h a t  c o n s o l i d a t e d  s t a t e m e n t s  a r e  t h e  mos t  a p p r o p r i a t e  and me a n i ng f u l
way o f  r e p o r t i n g  t h e  f i n a n c i a l  p o s i t i o n  and o p e r a t i o n s  o f  a g o v e r n -  
52men t a l  u n i t . "  O t h e r  r ec o mme n d a t i o n s  i n c l u d e d  t h e  r e q u i r e m e n t  t h a t  
o v e r l a p p i n g  d e b t  be r e p o r t e d  in p u b l i c  r e p o r t s  o r  o f f i c i a l  s t a t e ­
m e n t s ,  t h a t  " t h e  s t a t e m e n t s  c on f o r m t o  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  
p r i n c i p l e s  a s  e n u n c i a t e d  f o r  commerc i a l  e n t e r p r i s e s , "  and t h a t  t h e  
d i s c l o s u r e  o f  i n f o r m a t i o n  r e l a t i n g  t o  f i x e d  a s s e t s  ( i n c l u d i n g  d e p r e ­
c i a t i o n ) ,  d e b t  l i m i t a t i o n s ,  and p e n s i o n  p l a n s  be made an i n t e g r a l
53p a r t  o f  t h e  m u n i c i p a l i t y ' s  f i n a n c i a l  s t a t e m e n t s .  F u r t h e r ,  t h e  
a u t h o r s  a d v o c a t e d  t h e  p u b l i c a t i o n  o f  m u n i c i p a l  f o r e c a s t s  o f  f i n a n c i a l  
s t a t e m e n t  i n f o r m a t i o n  a nd  t h e  a d o p t i o n  o f  f u l l - a c c r u a l  b a s i s
S i dn e y  Davi dson  and o t h e r s ,  F i n a n c i a l  R e p o r t i n g  by S t a t e  and 
Local  Government a l  U n i t s  ( Ch i ca g o :  U n i v e r s i t y  o f  C h i c a g o ,  1977) ,
p r e f a c e .
52
Davi dson  and o t h e r s ,  p .  25 .
53 Davi dson  and o t h e r s ,  pp .  3 5 ~ 3 7 •
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a c c o u n t i n g .  The w e a k n e s s e s  d i s c u s s e d  in t h e  p r e c e d i n g  s e c t i o n  
r e l a t i n g  t o  t h e  1976 C&L s t u d y  g e n e r a l l y  a p p l y  t o  t h i s  s t u d y .
However ,  u n l i k e  t h e  C&L s t u d y ,  t h e  r e c omme nda t i ons  o f  t h e  s t u d y  g r oup  
were  s u p p o r t e d  by c o n c e p t u a l  a s s e r t i o n s  o r  t h e o r i e s  whi ch  p r o v i d e  
some j u s t i f i c a t i o n  f o r  t h e  e x p e c t a t i o n  t h a t  t h e  s u g g e s t e d  c ha n g e s  
would r e s u l t  in d i f f e r e n t  c o n s e q u e n c e s .  For  e x a mp l e ,  c e r t a i n  d e c i ­
s i o n s  o r  e s t i m a t e s  may h i n g e  upon t h e  p r e s e n t a t i o n  o f  t h e  m u n i c i p a l  
e n t i t y  a s  a wh o l e .  T h e r e f o r e ,  one  m i g h t  e x p e c t  a f i n a n c i a l  s t a t e m e n t  
p r e p a r e d  on a c o n s o l i d a t e d  b a s i s  t o  p r o d u c e  d i f f e r e n t  r e s u l t s  f rom a 
s t a t e m e n t  p r e p a r e d  on a f u n d - b y - f u n d  b a s i s .  Th e s e  a s s e r t i o n s  were  
n o t ,  h owe ve r ,  s u p p o r t e d  by e m p i r i c a l  t e s t i n g ,  and t h e r e f o r e  t h e  s t u d y  
m e r e l y  r e p r e s e n t e d  t h e  p o s i t i o n s  and v i e ws  o f  t h e  a u t h o r s .
The Coope r s  & Lybrand  S t udy
Many o f  t h e  f i r m ' s  r ec omme nda t i ons  f rom t h e  f i r s t  d i s c l o s u r e  
s t u d y  wer e  r e i t e r a t e d  in t h i s  1978 p r o j e c t .  In c o n t r a s t  t o  t h e  f i r s t  
s t u d y ,  t h e  p u r p o s e  o f  t h e  s e c o n d  s t u d y  was t o  s e t  f o r t h  c e r t a i n  
" r e c o m m e n d a t i o n s  f o r  a l o n g - t e r m  a p p r o a c h  t o  c l o s i n g  t h e  communica­
t i o n  g a p "  be t ween  m u n i c i p a l i t i e s  and u s e r s  o f  m u n i c i p a l  f i n a n c i a l  
i n f o r m a t  i o n . ^
The me t h o d o l o g y  o f  t h e  s t u d y  i n v o l v e d  t h r e e  p h a s e s .  The f i r s t  
p h a s e  empl oyed  a q u e s t i o n n a i r e  wh i c h  was s e n t  t o  v a r i o u s  i n t e r e s t
C ii
Davi dson  and  o t h e r s ,  pp .  35~37 ,  67-73*
Cooper s  & L y b r a n d ,  F i n a n c i a l  D i s c l o s u r e  P r a c t i c e s  o f  t h e  
Amer i can  C i t i e s  II -  C l o s i n g  t h e  Communi ca t i ons  Gap (New York:  
Coope r s  & Lybr a nd ,  1 9 7 8 ) ,  p .  5 .
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g r o u p s :  m a j o r  commerc i a l  b a n k s ,  i n s u r a n c e  compa n i e s  and m u n i c i p a l
bond f u n d s ;  r a t i n g  a g e n c i e s ;  e l e c t e d  and a p p o i n t e d  o f f i c i a l s  a t  t h e  
f e d e r a l  and l o c a l  l e v e l s  o f  g o v e r n m e n t ;  and r e p r e s e n t a t i v e s  o f  
n a t i o n a l  g r o u p s  i n v o l v e d  in l o c a l  gove r nme n t  a f f a i r s ,  o r g a n i z e d  l a b o r  
and t a x p a y e r s .  ( N e i t h e r  t h e  number  o f  q u e s t i o n n a i r e s  s e n t ,  n o r  t h e  
number  o f  r e s p o n s e s  we r e  m e n t i o n e d . )  T h e i r  v i ews  we r e  s o u g h t  on 
such  i s s u e s  a s :  (1) What  a r e  t h e  c l a s s i f i c a t i o n s  o f  u s e r s  and what
i n f o r m a t i o n  d oe s  e a c h  c l a s s  need?  (2) What  c r i t e r i a  s h o u l d  be used  t o  
d e t e r m i n e  t h e  m u n i c i p a l  r e p o r t i n g  e n t i t y ?  a n d ,  (3) What media  s h o u l d  
be us e d  t o  b e s t  s a t i s f y  t h e  f i n a n c i a l  i n f o r m a t i o n  n e e d s  o f  u s e r s ?
The n e x t  p h a s e  i n v o l v e d  a d i s c u s s i o n  o f  c o n t r o v e r s i a l  i s s u e s  a t  a 
symposium a t t e n d e d  by r e p r e s e n t a t i v e s  o f  n o t - f o r - p r o f i t  a g e n c i e s ,  
c i v i c  o r g a n i z a t i o n s ,  and  g ove r nme n t  o f f i c i a l s .  The t o p i c  o f  d i s c u s ­
s i o n  was l o c a l  gove r nme n t  f i n a n c i a l  r e p o r t i n g .  F i n a l l y ,  p h a s e  t h r e e  
e n t a i l e d  p e r s o n a l  i n t e r v i e w s  w i t h  p r o m i n e n t  members o f  t h e  i n v e s t i n g  
communi ty ( n o t  i d e n t i f i e d ) .
The f i r m ' s  " l o n g - t e r m "  r ec omme nda t i ons  a g a i n  i n c l u d e d  t h e
i s s u a n c e  o f  c o n s o l i d a t e d  f i n a n c i a l  s t a t e m e n t s  w i t h  t h e  s t i p u l a t i o n
t h a t  t h e s e  s t a t e m e n t s  be  d i r e c t e d  t o  t h e  i n f o r m a t i o n  n e e d s  o f
i n f o r me d  t a x p a y e r s  and  i n v e s t o r s . ^  The s t u d y  a l s o  e mpha s i z e d  t h e
f a c t  t h a t  t h e  p r i v a t e  s e c t o r  ( p r e s u m a b l y  t h e  FASB) " s h o u l d  assume
r e s p o n s i b i l i t y  f o r  d e v e l o p i n g  a f i n a n c i a l  d i s c l o s u r e  d i s c i p l i n e  and
57a s s u r i n g  c o m p l i a n c e . "  The s u g g e s t i o n  was a l s o  made t h a t  c i t i e s
r  £
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57 Cooper s  & L y b r a n d ,  C l o s i n g  t h e  Communica t i on  Gap,  p .  6.
me a s u r e  and r e p o r t  on t h e  e f f i c i e n c y  and  e f f e c t i v e n e s s  o f  p r o g r a m s .  
T h i s  s t a t e m e n t  would  imply t h a t  c i t i e s  s h o u l d  s e e k  ways t o  me a s u r e  
and e v a l u a t e  p r og r a ms  o r  a c t i v i t i e s  s uc h  a s  e d u c a t i o n ,  h e a l t h ,  
p e r s o n a l  s a f e t y ,  e t c .  (The p r o b l e ms  a s s o c i a t e d  w i t h  pr ogram goa l  
s p e c i f i c a t i o n  and t h e  me a s u r e me n t  o f  p r og r a m b e n e f i t s  a r e  r e s e a r c h  
t o p i c s  in and o f  t h e m s e l v e s . )  F i n a l l y ,  t h e  a u t h o r s  o f f e r e d  a g e n e r a l  
i l l u s t r a t i o n  o f  t h e  form and c o n t e n t  o f  m u n i c i p a l  f i n a n c i a l  s t a t e ­
ment s  ( i n c l u d i n g  a l i s t i n g  o f  i n f o r m a t i o n  i t e ms  t h a t  p r e s e n t l y  a r e  
n o t  r e q u i r e d  t o  be i n c l u d e d  in t h e  a n n u a l  r e p o r t ) .
T h i s  s econd  e f f o r t  by C&L i s  an improvement  o v e r  t h e  f i r m ' s  1976 
s t u d y  in t e r ms  o f  i t s  r e s e a r c h  d e s i g n .  T h i s  f a c t  i s  e v i d e n c e d  by t h e  
u s e  o f  t h e  q u e s t i o n n a i r e  and p e r s o n a l  i n t e r v i e w  t e c h n i q u e s  in e v a l u ­
a t i n g  t h e  p o t e n t i a l  i n f o r m a t i o n  n e e d s  o f  u s e r s .
However ,  many i m p o r t a n t  i t e ms  w e r e  n o t  p r e s e n t e d  in t h e  s t u d y .
As p r e v i o u s l y  m e n t i o n e d ,  t h e  a u t h o r s  d i d  n o t  i n d i c a t e  t h e  number  o f  
p a r t i c i p a n t s  t h a t  t o o k  p a r t  in t h e i r  s t u d y .  Nor was a ny  me n t i o n  made 
o f  t h e  number  o f  p a r t i c i p a n t s  in e a c h  c l a s s i f i c a t i o n  o r  u s e r  g r o u p .
A copy  o f  t h e  q u e s t i o n n a i r e  was n o t  i n c l u d e d  in t h e  s t u d y  n o r  any 
d i s c u s s i o n  c o n c e r n i n g  t h e  p e r s o n a l  i n t e r v i e w s .  T h e r e  wer e  no s t a t i s ­
t i c a l  t a b l e s  o r  t e s t s  p r e s e n t e d .
T h e r e  were  s e v e r a l  a d d i t i o n a l  l i m i t a t i o n s  o f  t h e  s t u d y .  The 
a n t i c i p a t e d  e f f e c t s  ( i . e . ,  improved f i n a n c i a l  r e p o r t i n g ) ,  r e s u l t i n g  
f rom t h e  a d o p t i o n  o f  t h e  p r o p o s e d  c h a n g e s  i n ,  and e x t e n s i o n s  t o ,  
m u n i c i p a l  GAAP, we r e  d e d u c e d  s i m p l y  by a u s e r  s u r v e y  a s k i n g  how t h e
58
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s u g g e s t e d  c h a n g e s  woul d  a f f e c t  t h e  p e r c e i v e d  u s e f u l n e s s  o f  a nnua l  
r e p o r t s  t o  t h e  u s e r .  C l e a r l y ,  t h e  a c t u a l  i mpac t  ( e f f e c t s )  o f  c h a n g e s  
in m u n i c i p a l  GAAP and d i s c l o s u r e  on t h e  ( a c t u a l )  u s e f u l n e s s  o f  
m u n i c i p a l  f i n a n c i a l  s t a t e m e n t s  i s  d i f f i c u l t  t o  a s s e s s .  However ,  
d i r e c t  t e s t s  o f  t h e  i mpac t  a t  t h e  i n d i v i d u a l  o r  m a r k e t  l e v e l  m i g h t  be 
made b e f o r e  making a s s e r t i o n s  a s  t o  wha t  c h a n g e s  in m u n i c i p a l  GAAP 
a r e  n e c e s s a r y .
An a d d i t i o n a l  p r o b l e m in t h i s  s t u d y  i s  t h a t  no m e n t i o n  i s  made 
o f  t h e  p a r t i c i p a n t ' s  o p i n i o n s  r e g a r d i n g  t h e  f i n a n c i a l  and non-  
f i n a n c i a l  i n f o r m a t i o n  p r e s e n t l y  c o n t a i n e d  in  m u n i c i p a l  a nnua l  
r e p o r t s .  The i m p l e m e n t a t i o n  o f  t h e  a u t h o r s '  r ec o mme n d a t i o n s  would 
r e s u l t  in an e x p a n s i o n  o f  t h e  m u n i c i p a l  a nnua l  r e p o r t .  The a d d i t i o n  
o f  i n f o r m a t i o n  t o  t h e s e  r e p o r t s  ( w i t h o u t  a ny  c o m p e n s a t i n g  d e c r e a s e )  
may r e s u l t  in p o t e n t i a l  i n f o r m a t i o n  o v e r l o a d  f o r  some u s e r s ,  and t h e  
p o s s i b i l i t y  t h a t  one  g r o u p  o f  u s e r s  may be a b l e  t o  b e n e f i t  o v e r  
a n o t h e r .  A d d i t i o n a l l y ,  d a t a  e x p a n s i o n  i m p l i e s  f u r t h e r  i n f o r m a t i o n  
p r o c e s s i n g  and p r o d u c t i o n  c o s t s  wh i c h  s h o u l d  be  c o s t / b e n e f i t  j u s t i ­
f i e d .  T h e r e f o r e ,  b e c a u s e  o f  t h e s e  l i m i t a t i o n s ,  some o f  t h e  recommen­
d a t i o n s  o f  t h i s  s t u d y  m i g h t  be c o n s i d e r e d  p r e m a t u r e .  F u r t h e r  
r e s e a r c h  i s  r e q u i r e d  b e f o r e  t h e  i s s u e  o v e r  t h e  a p p r o p r i a t e  form and 
c o n t e n t  o f  m u n i c i p a l  a n n u a l  r e p o r t s  can  be r e s o l v e d .
The Maschmeyer  and Van D a n i k e r  S t udy
T h i s  s t u d y  was p u b l i s h e d  in l a t e  1979* The p u r p o s e  o f  t h e  s t u d y  
was s i m p l y  " t o  p r o v i d e  e m p i r i c a l  d a t a  r e l a t i v e  t o  u s e r  n e e d s "  a t  t h e
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59s t a t e  and l o c a l  l e v e l s .  The a u t h o r s '  o b j e c t i v e s  we r e  t o :  ( l )
e v a l u a t e  t h e  u s e f u l n e s s  o f  g e n e r a l  p u r p o s e  m u n i c i p a l  f i n a n c i a l  
s t a t e m e n t s  ba s ed  upon s u r v e y  r e s p o n s e s  f rom u s e r s ,  and (2)  t o  compare  
t h o s e  r e s p o n s e s  r e l a t i v e  t o  s t a t e  v e r s u s  l o c a l  r e p o r t i n g .
The r e s e a r c h  me t h o d o l o g y  u t i l i z e d  a m a i l e d  q u e s t i o n n a i r e  whi ch  
c o n s i s t e d  o f  two p a r t s :  (1) s t a t e  r e p o r t i n g ,  and (2)  l o c a l  r e p o r t ­
i n g .  In t h i s  c o n t e x t  t h e  q u e s t i o n n a i r e  was d e s i g n e d  t o  e l i c i t  t h e  
u s e r s '  v i ews  c o n c e r n i n g  o v e r a l l  s a t i s f a c t i o n  w i t h ,  t h e  u s e f u l n e s s  o f ,  
and s u g g e s t i o n s  f o r  i mprovement  i n ,  m u n i c i p a l  f i n a n c i a l  s t a t e m e n t s .  
The s e l e c t e d  u s e r s  i n c l u d e d  i n d i v i d u a l s  f rom t h e  l e g i s l a t i v e  and 
e x e c u t i v e  b r a n c h e s  o f  s t a t e  g o v e r n m e n t ,  t h e  f i n a n c i a l  communi ty 
( m u n i c i p a l  bond u n d e r w r i t e r s  and i n v e s t o r s ) ,  and v a r i o u s  p u b l i c  
i n t e r e s t  g r o u p s  (who w e r e  n o t  i d e n t i f i e d ) .  The q u e s t i o n n a i r e  
u t i l i z e d  a f i v e - p o i n t  s c a l e  t o  d i f f e r e n t i a t e  t h e  r e s p o n d e n t ' s  l e v e l  
o f  s a t i s f a c t i o n  w i t h  t h e  v a r i o u s  e l e m e n t s  o f  s t a t e  and l o c a l  f i n a n ­
c i a l  r e p o r t i n g .  T h e r e  we r e  3 , 9 1 6  q u e s t i o n n a i r e s  m a i l e d  and 1 , 7 9 6  
wer e  r e t u r n e d  f o r  a ^ 5 - 9  p e r c e n t  r e s p o n s e  r a t e .
The f i r s t  p a r t  o f  t h e  a n a l y s i s  d e a l t  w i t h  ( l )  t h e  r e s p o n d e n t ' s  
o v e r a l l  l e v e l  o f  s a t i s f a c t i o n  w i t h  m u n i c i p a l  r e p o r t i n g ,  and (2) 
c e r t a i n  a s p e c t s  o f  f i n a n c i a l  i n f o r m a t i o n  p r o v i d e d  by s t a t e  and l o c a l  
g o v e r n m e n t s .  The s e  a s p e c t s  w e r e :  t i m e l i n e s s ,  c o m p l e t e n e s s ,  l e v e l  o f
d e t a i l ,  c o v e r a g e  o f  t h e  r e s p o n d e n t ' s  a r e a  o f  i n t e r e s t ,  r e a d a b i l i t y ,  
and knowl edge  o f  wha t  t h e  f i g u r e s  r e p r e s e n t .
59 R i c h a r d  A. Maschmeyer  and Relmond P. Van D a n i k e r ,  " F i n a n c i a l  
I n f o r m a t i o n  Needs o f  S t a t e  and  Local  O f f i c i a l s , "  Government a l  
F i n a n c e ,  8 (November  1 9 7 9 ) ,  15.
The r e s u l t s  f o r  t h i s  p o r t i o n  o f  t h e  s t u d y  i n d i c a t e d  t h a t  e a c h
u s e r  g r oup  was " g e n e r a l l y  l e s s  s a t i s f i e d  w i t h  l o c a l  r e p o r t i n g  p r a c -
60t i c e s  t ha n  w i t h  s t a t e  r e p o r t i n g  p r a c t i c e s . "  However ,  a l l  g r ou p s
i n d i c a t e d  t h a t  t h e y  wer e  g e n e r a l l y  s a t i s f i e d  w i t h  s t a t e  and l o c a l
r e p o r t i n g  p r a c t i c e s .  The a u t h o r s  n o t e d  t h a t  t h e  g r ou p  composed o f
m u n i c i p a l  bond u n d e r w r i t e r s  and i n v e s t o r s  a p p e a r e d  t o  be t h e  most
c o n c e r n e d  w i t h  t h e  a s p e c t s  o f  r e a d a b i l i t y ,  t i m e l i n e s s ,  and knowl edge
o f  what  t h e  f i g u r e s  r e p r e s e n t .  The a u t h o r s  c o n c l u d e d  t h a t  " o v e r a l l ,
t h e  f i n a n c i a l  communi ty was t h e  l e a s t  s a t i s f i e d  o f  a l l  f o u r  g r o u p s
f o r  e a c h  o f  t h e  a s p e c t s  e v a l u a t e d . " ^  A n o t h e r  i n t e r e s t i n g  c o n c l u s i o n
drawn f rom t h i s  s e c t i o n  o f  t h e  s t u d y  r e l a t e d  t o  o b s e r v e d  d i f f e r e n c e s
in s a t i s f a c t i o n  l e v e l s  among t h e  a s p e c t s  o f  s t a t e  r e p o r t i n g .  The
l a r g e s t  d i f f e r e n c e s  a p p e a r e d  t o  be  be t ween  t h e  e x e c u t i v e  b r a n c h  o f
s t a t e  gove r nme n t  and t h e  f i n a n c i a l  communi t y .  T h a t  i s ,  " t h e  l a r g e s t
d i f f e r e n c e s  in t h e  f i n a n c i a l  a s p e c t s  a r e  be t ween  t h e  p r e p a r e r s  o f  t h e
f i n a n c i a l  s t a t e m e n t s  and  t h e  f i n a n c i a l  c ommuni t y ,  a p r i m a r y  u s e r "
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g r o u p .
The s e c o n d  p a r t  o f  t h e  a n a l y s i s  exa mi ned  t h e  u s e f u l n e s s  o f  
f i n a n c i a l  s t a t e m e n t s  a nd  s u g g e s t i o n s  f o r  i mpr ov i ng  f i n a n c i a l  r e p o r t ­
i n g .  Re g a r d i n g  t h e  u s e f u l n e s s  o f  m u n i c i p a l  f i n a n c i a l  s t a t e m e n t s ,  
r e s p o n d e n t s  wer e  a s k e d  t o  r a t e  t h e  f o l l o w i n g  f i v e  t y p e s  o f  s t a t e  and 
l o c a l  f i n a n c i a l  s t a t e m e n t s :  t h e  B a l a n c e  S h e e t ;  t h e  S t a t e m e n t  o f
60 Maschmeyer  and  Van D a n i k e r ,  p .  16.
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Revenues  and E x p e n d i t u r e s ;  t h e  S t a t e m e n t  o f  Changes  in Fund B a l a n c e ;  
t h e  S t a t e m e n t  o f  Changes  in F i n a n c i a l  P o s i t i o n ;  and a S t a t e m e n t  o f  
B u d g e t a r y  Compa r i s ons .  The r e s p o n s e s  i n d i c a t e d  t h a t  o v e r a l l  t h e  most  
i m p o r t a n t  f i n a n c i a l  s t a t e m e n t  a t  b o t h  t h e  s t a t e  and l o c a l  l e v e l s  was 
t h e  S t a t e m e n t  o f  Revenue and  E x p e n d i t u r e s .  O t h e r  o b s e r v a t i o n s  
i n c 1u d e d :
The S t a t e m e n t  o f  Changes  in Fund B a l a n c e  and t h e  S t a t e m e n t  
o f  Changes  in F i n a n c i a l  P o s i t i o n  a r e  v i ewed  by a l l  g r o u p s  
a s  b e i n g  g e n e r a l l y  u s e f u l .  However ,  t h e  f i n a n c i a l  commu­
n i t y  i n d i c a t e d  a g r e a t e r  u s e f u l n e s s  f o r  b o t h  o f  t h e s e  
s t a t e m e n t s  t h a n  t h e  o t h e r  t h r e e  g r o u p s .  Of t h e  t y p e s  o f  
s t a t e m e n t s  e v a l u a t e d ,  t h e  B a l a n c e  S h e e t  was p e r c e i v e d  a s  
t h e  l e a s t  u s e f u l  by e a c h  g r o u p . ^3
C o m p a r a t i v e  f i n a n c i a l  s t a t e m e n t s  wer e  c o n s i d e r e d  v e r y  u s e f u l  and t h e
p e r c e i v e d  u s e f u l n e s s  o f  a p a r t i c u l a r  s t a t e m e n t  i n c r e a s e d  a s  t h e
f r e q u e n c y  o f  a n a l y s i s  o f  t h a t  s t a t e m e n t  i n c r e a s e d .
In an e f f o r t  t o  c l a s s i f y  t h e  a r e a s  o f  m u n i c i p a l  a c c o u n t i n g  t h a t
r e q u i r e  a t t e n t i o n ,  " e a c h  r e s p o n d e n t  was a s k e d  t o  p r o v i d e  s u g g e s t i o n s
whi ch  would improve t h e  e f f e c t i v e n e s s  o f  s t a t e  and l o c a l  f i n a n c i a l  
64s t a t e m e n t s . "  The r e s p o n d e n t s '  s u g g e s t i o n s  f o r  i mpr ov i ng  m u n i c i p a l  
f i n a n c i a l  r e p o r t i n g  wer e  v a r i e d .  However ,  t h e  improvement  most  
f r e q u e n t l y  s u g g e s t e d  by a l l  g r o u p s  ( w i t h  t h e  e x c e p t i o n  o f  t h e  f i n a n ­
c i a l  c o mmu n i t y ) ,  was t h e  need f o r  t h e  t i m e l y  a v a i l a b i l i t y  o f  m u n i c i ­
pal  f i n a n c i a l  s t a t e m e n t s .  The mos t  f r e q u e n t l y  s u g g e s t e d  improvement  
by m u n i c i p a l  bond u n d e r w r i t e r s  and  i n v e s t o r s  was " t h e  need f o r
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v a r i o u s  t y p e s  o f  i n c r e a s e d  d i s c l o s u r e "  s uc h  a s
. . . more n a r r a t i v e  e x p l a n a t i o n s  ( e . g . ,  t y p e  o f  f u n d ,  
c o n t i n g e n c i e s ,  a s s u m p t i o n s  u n d e r l y i n g  t h e  d e t e r m i n a t i o n  o f  
r e v e n u e s  and e x p e n d i t u r e s  and d e v i a t i o n s  f rom GAAP) and 
i n c r e a s e d  s t a t i s t i c a l  p r e s e n t a t i o n s  a t  b o t h  t h e  s t a t e  and 
l o c a l  l e v e l s .  A l s o  . . . improved u n i f o r m i t y  and ^
s t a n d a r d i z e d  f o r m a t s  f o r  b o t h  s t a t e  and l o c a l  r e p o r t i n g .
The r e s p o n d e n t s  f rom t h e  f i n a n c i a l  communi ty o f f e r e d  t h e  l a r g e s t  
number  o f  s u g g e s t i o n s  o f  a l l  t h e  g r o u p s .  They v o i c e d  " c o n c e r n  o v e r  
p e n s i o n  r e p o r t i n g  p r a c t i c e s  o f  l o c a l  g o v e r n m e n t s "  and s u g g e s t e d  t h a t  
f i n a n c i a l  s t a t e m e n t s  be a u d i t e d  on an  a n n u a l  b a s i s . ^
Ot h e r  r e s p o n d e n t  g r o u p s  s u g g e s t e d  g r e a t e r  t i m e l i n e s s ,  i n c r e a s e d  
d i s c l o s u r e ,  and summar i zed r e p o r t s  ( bu t  o n l y  a s l i g h t  i n t e r e s t  in 
c o n s o l i d a t e d  s t a t e m e n t s ) ,  a s  g e n e r a l  s u g g e s t i o n s  f o r  i mpr ov i ng  
m u n i c i p a l  r e p o r t i n g  p r a c t i c e s .  A l s o ,  c e r t a i n  i n d i v i d u a l s  i n d i c a t e d  a 
d e s i r e  f o r  g r e a t e r  d e t a i l ,  an a p p a r e n t  c o n t r a d i c t i o n .  Re g a r d i n g  
c o n s o l i d a t e d  f i n a n c i a l  s t a t e m e n t s ,  t h e  a u t h o r s  n o t e d  t h a t
. . . w h i l e  t h e  r e s p o n s e s  i n d i c a t e  a need  f o r  summar i zed 
f i n a n c i a l  i n f o r m a t i o n ,  t h i s  need  d o e s  n o t  imply c o n s o l i ­
d a t e d  s t a t e m e n t s ,  r a t h e r  t h e  p r e s e n t a t i o n  o f  t h e  d a t a  in a 
more compac t  fo rm.  '
The a u t h o r s  c o n c l u d e d  t h a t  t h e  r e s p o n d e n t s  were  more s a t i s f i e d  
w i t h  s t a t e  t h a n  l o c a l  r e p o r t i n g ,  a l t h o u g h  t h e y  n o t e d  t h a t  " t h e  
m a j o r i t y  o f  t h e  r e s p o n d e n t s  wer e  f rom s t a t e  g o v e r n m e n t s ,  and a b i a s
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68in f a v o r  o f  s t a t e  r e p o r t i n g  may be c o n s i d e r e d  t o  e x i s t . "  A d d i t i o n ­
a l l y ,  Maschmeyer  and  Van D a n i k e r  war ned  t h a t  t h i s  c o n c l u s i o n  s h o u l d  
n o t  be t a k e n  a s  an i n d i c a t i o n  t h a t  s t a t e  r e p o r t i n g  and d i s c l o s u r e  
p r a c t i c e s  do n o t  need t o  be i mpr ove d ,  b u t  t h a t  u s e r s  a r e  more c o n ­
c e r n e d  a b o u t  t h e  f i n a n c i a l  r e p o r t i n g  p r a c t i c e s  o f  l o c a l  g o v e r n m e n t a l  
69u n i t s .  T h e i r  r ec o mme n d a t i o n s  i n c l u d e d :  t h e  t i m e l y  a v a i l a b i l i t y  o f
annua l  r e p o r t s ,  i n t e r i m  s t a t e m e n t s ,  and i n c r e a s e d  d i s c l o s u r e  o f  t h o s e  
i t e ms  s u g g e s t e d  by t h e  r e s p o n d e n t s . ^
A s t r e n g t h  o f  t h i s  s t u d y  i s  t h a t  t h e  a u t h o r s '  c o n c l u s i o n s  and 
r ec omme nda t i ons  a r e  s u p p o r t e d  by t h e  v i ews  o f  u s e r s  a s  i n d i c a t e d  by 
t h e i r  s u r v e y  r e s p o n s e s  ( a s  o ppos e d  t o  s i m p l y  p o s t u l a t i n g  by t h e  
a u t h o r s ) .  A d d i t i o n a l l y ,  t h e  s u g g e s t i o n s  f o r  i mpr ov i ng  m u n i c i p a l  
f i n a n c i a l  r e p o r t i n g  a r e  e l i c i t e d  f rom a l a r g e  g r ou p  o f  u s e r s  w i t h  a 
wi de  v a r i e t y  o f  n e e d s  and  o b j e c t i v e s .  The r ec o mme n d a t i o n s  s temming 
f rom t h e  a n a l y s i s  o f  t h e s e  u s e r  r e s p o n s e s  a r e  t h e n  b a s e d  on t h e  
g e n e r a l  p u r p o s e  a p p r o a c h  t o  f i n a n c i a l  r e p o r t i n g ,  and t h i s  i s  a 
s t r e n g t h  o f  t h e  s t u d y .  However ,  in u s i n g  t h e  g e n e r a l  p u r p o s e
a p p r o a c h ,  c o n f l i c t s  can  a r i s e  among u s e r  g r o u p s  a s  t o  what  c o n s t i ­
t u t e s  an " i m p r o v e me n t "  i n  m u n i c i p a l  d i s c l o s u r e .  For  e x a mp l e ,  in t h i s  
s t u d y  c e r t a i n  r e s p o n d e n t s  i n d i c a t e d  a d e s i r e  f o r  r e p o r t s  p r e p a r e d  in 
a more " c o n d e n s e d , "  " s i m p l i f i e d , "  a n d / o r  " su mma r i z e d "  m a n n e r . ^  Th i s
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i m p l i e s  t h a t  t h e  i n f o r m a t i o n  s h o u l d  be  p r e s e n t e d  in a more compact  
form.  On t h e  o t h e r  h a n d ,  one  g r o u p  ( t h e  p u b l i c  i n t e r e s t  g r o u p ,  whi ch  
i n c l u d e s  p o l i t i c a l  s u b d i v i s i o n s )  a s k e d  f o r  g r e a t e r  d e t a i l  in m u n i c i ­
pa l  f i n a n c i a l  s t a t e m e n t s .  T h i s  i s  n o t  t o  imply t h a t  g e n e r a l  p u r p o s e  
f i n a n c i a l  s t a t e m e n t s  c a n n o t  be p r e p a r e d  by m u n i c i p a l i t i e s ;  o n l y  t h a t  
r ec omme nda t i ons  f o r  c h a n g e s  in m u n i c i p a l  GAAP t h a t  a r e  b a s e d  upon t h e  
i n f o r m a t i o n  n e e d s  o f  u s e r s ,  s h o u l d  a t t e m p t  t o  t a k e  i n t o  c o n s i d e r a t i o n  
t h e  common i n f o r m a t i o n  n e e d s  o f  t h o s e  u s e r s  s i n c e  d i s a g r e e m e n t s  o v e r  
t h e  v a l u e  o f  c e r t a i n  i n f o r m a t i o n  i t e ms  a r e  i n e v i t a b l e .
A we a k n e s s  in t h i s  s t u d y  r e l a t e s  t o  t h e  c o m p o s i t i o n  o f  t h e  
s a mp l e .  T h a t  i s ,  t h e  r e s p o n d e n t s  in t h e  s t u d y  c o n s i s t  o f  f o u r  
g r o u p s :  t h e  e x e c u t i v e  b r a n c h ,  t h e  l e g i s l a t i v e  b r a n c h ,  t h e  f i n a n c i a l
communi t y ,  and o t h e r  i n t e r e s t  g r o u p s  ( whi ch  i n c l u d e s  p o l i t i c a l  
s u b d i v i s i o n s ,  i . e . ,  l o c a l  g o v e r n m e n t s ) .  In t h e i r  p r i m a r y  r o l e s ,  
r e s p o n d e n t s  f rom t h e  e x e c u t i v e  b r a n c h  and p o l i t i c a l  s u b d i v i s i o n s  a r e  
more a p p r o p r i a t e l y  c l a s s i f i e d  a s  " p r e p a r e r s "  o f  m u n i c i p a l  f i n a n c i a l  
s t a t e m e n t s  t h a n  a s  " u s e r s "  o f  t h o s e  s t a t e m e n t s .  The a u t h o r s  a d d r e s s  
t h i s  i s s u e  in t h e i r  d i s c u s s i o n  o f  t h e  a s p e c t s  o f  f i n a n c i a l  r e p o r t i n g .  
They n o t e  t h a t  t h e  l a r g e  d i f f e r e n c e s  in p e r c e i v e d  s a t i s f a c t i o n  among 
t h e  a s p e c t s  o f  s t a t e  and l o c a l  r e p o r t i n g  a r e  be tween  t h e  e x e c u t i v e  
b r a n c h / p o l i t i c a l  s u b d i v i s i o n s  and t h e  f i n a n c i a l  communi t y .  Or in t h e  
wor ds  o f  t h e  a u t h o r s ,  t h e  mos t  s i g n i f i c a n t  d i f f e r e n c e s  in s a t i s f a c ­
t i o n  l e v e l s  a r e  " b e t we e n  t h e  p r e p a r e r s  o f  t h e  f i n a n c i a l  s t a t e m e n t s
72and . . .  a p r i m a r y  u s e r  ( g r o u p ) . "  A l o g i c a l  q u e s t i o n  i s ,  "Do
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t h e s e  p r e p a r e r  and u s e r  r e s p o n d e n t  g r o u p s  p l a c e  t h e  same v a l u e  on
m u n i c i p a l  i n f o r m a t i o n  i t e ms  and r e p o r t i n g  f o r m a t s ? "  The a ns we r  i s
t h a t  p e r h a p s ,  t h e y  do n o t .  For  e x a m p l e ,  in t h e i r  r o l e s  a s  p r e p a r e r s ,
r e s p o n d e n t s  m i g h t  be i n f l u e n c e d  by a d h e r e n c e  t o  GAAP, GAAFR, o r
a p p l i c a b l e  s t a t e  o r  l o c a l  l aw.  Re s ponde n t  u s e r s ,  on t h e  o t h e r  hand ,
would mos t  l i k e l y  o n l y  be i n f l u e n c e d  by t h e  i n f o r m a t i o n  t h e y  d e s i r e
in o r d e r  t o  make an i n v e s t m e n t  d e c i s i o n .  T h e r e f o r e ,  a m b i g u i t i e s  and
c o n t r a d i c t i o n s  may a r i s e  wh i c h  r e s u l t  in t h e  a u t h o r s  a r r i v i n g  a t
s p u r i o u s  c o n c l u s i o n s  due  t o  t h e  d i f f e r i n g  r o l e s  o f  t h e  r e s p o n d e n t s .
The s t u d y ,  t h e n ,  d o e s  n o t  s e e k  t o  d e t e r m i n e  " u s e r "  n e e d s ,  b u t  t r u l y
( a s  t h e  t i t l e  o f  t h e  s t u d y  i n d i c a t e s ) ,  t h e  " n e e d s  o f  s t a t e  and l o c a l
73o f f i c i a l s . "  By u s i n g  " p r e p a r e r s "  a s  s u r r o g a t e s  f o r  " u s e r s , "  t h e  
s t u d y  f a i l s  t o  a c c o m p l i s h  a p r i m a r y  s t e p  in a d d r e s s i n g  m u n i c i p a l  
r e p o r t i n g  and d i s c l o s u r e  p r o b l e m s  -  t h a t  o f  c o r r e c t l y  i d e n t i f y i n g  a 
p r i m a r y  u s e r  g r ou p  o f  m u n i c i p a l  f i n a n c i a l  i n f o r m a t i o n  and m u n i c i p a l  
f i n a n c i a l  s t a t e m e n t s .
The Cope l and  and Ingram S t udy
The p u r p o s e  o f  t h i s  1979 s t u d y  was t o  a n a l y z e  t h e  c a u s e s  o f
d i s c l o s u r e  d e f i c i e n c y  i n  m u n i c i p a l  f i n a n c i a l  s t a t e m e n t s ,  and t o  
e xa mi ne  t h e  p e r c e i v e d  e f f e c t i v e n e s s  o f  p o t e n t i a l  s u g g e s t i o n s  o f  
c o r r e c t i v e  a c t i o n s .  A m a i l e d  q u e s t i o n n a i r e  d e s i g n  was u t i l i z e d  and 
f o u r  h u nd r e d  p r a c t i c i n g  CPAs were  i d e n t i f i e d  f rom t h e  MFOA member sh i p  
r o l l s .  To be i n c l u d e d  in t h e  s t u d y ,  t h e  r e s p o n s e  had t o  come f rom a
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p r a c t i c i n g  CPA who was i n v o l v e d  in a t  l e a s t  one  m u n i c i p a l  a u d i t  
d u r i n g  197 7 ~ 7 8 - One h u n d r e d  and s i x t y - e i g h t  r e s p o n s e s  were  r e c e i v e d  
( f o r t y - t w o  p e r c e n t  r e s p o n s e  r a t e )  whi ch  met  t h i s  r e q u i r e m e n t .  The 
a u t h o r s  n o t e d  t h a t  CPAs wer e  c h o s e n  b e c a u s e  o f  t h e i r  d i r e c t  i n v o l v e ­
ment  in t h e  d i s c l o s u r e  p r o c e s s .
The q u e s t i o n n a i r e  c o n s i s t e d  o f  f o u r t e e n  p e r c e i v e d  c a u s e s  o f  
d i s c l o s u r e  d e f i c i e n c i e s  and e i g h t  s u g g e s t i o n s  a s  t o  t h e  p o t e n t i a l  
e f f e c t i v e n e s s  o f  c o r r e c t i v e  a c t i o n s .  O p i n i o n s  o f  t h e  r e s p o n d e n t s  
wer e  e x p r e s s e d  on a f i v e - p o i n t  s c a l e .
Out  o f  t h e  f o u r t e e n  p o s s i b l e  c a u s e s  o f  d i s c l o s u r e  d e f i c i e n c i e s ,  
t h e  r e s p o n d e n t s  a g r e e d  t h a t  two m a j o r  c a u s e s  were  i n s u f f i c i e n t  
a u d i t o r  and c l i e n t  knowl e dge  o f  g o v e r n m e n t a l  a c c o u n t i n g  p r i n c i p l e s .  
They a g r e e d  t h a t  i n s u f f i c i e n t  i n c e n t i v e s  ( f o r  b o t h  a u d i t o r  and 
c l i e n t )  f o r  p r o p e r  d i s c l o s u r e  and  a d h e r e n c e  t o  GAAP wer e  a l s o  m a j o r  
c a u s e s  o f  d i s c l o s u r e  d i f f e r e n c e s .  A c h a n g e  in t h e s e  i n c e n t i v e s  
( p u b l i c  p r e s s u r e ,  f e e s ,  e t c . )  was a l s o  o f f e r e d  a s  a p o s s i b l e  c o u r s e  
o f  c o r r e c t i v e  a c t i o n .  The r e s p o n d e n t s  wer e  e q u a l l y  d i v i d e d  o v e r  
t h r e e  o t h e r  p o s s i b l e  c a u s e s  o f  d i s c l o s u r e  p r o b l e m s
. . . s uc h  a s  c o n f l i c t s  be t ween  l e g a l  r e q u i r e m e n t s  o r  l o c a l  
p r e f e r e n c e s  and GAAP, and  a m b i g u i t i e s  w i t h i n  GAAP. Appr ox­
i m a t e l y  h a l f  i n d i c a t e d  t h a t  t h e s e  i t e ms  were  c a u s e s  and 
t h e  r e m a i n d e r  i n d i c a t e d  t h a t  t h e y  we r e  p r o b a b l y  n o t  
c a u s e s . 7^
The c l i e n t ' s  a c c o u n t i n g  s y s t e m  was v i ewed  a s  a p o s s i b l e  c a u s e ,  w h i l e  
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a u d i t  p l a n n i n g  and s u p e r v i s i o n ,  a u d i t  p r o c e d u r e s ,  and i n a d e q u a t e
a u d i t o r  r e v i e w  o f  t h e  f i n a n c i a l  s t a t e m e n t s  were  s e e n  a s  p o s s i b l e
c a u s e s  by o n l y  a smal l  number  o f  r e s p o n d e n t s . ^  The o n l y  c o n c e n s u s
i terns 1 i s t e d  a s  d e f i n i t e l y  n o t  c o n t r  i bu t  i ng t o  d i s c l o s u r e  d e f  i c  i e n -
c i e s  we r e :  (1)  a l a c k  o f  c l i e n t  c o o p e r a t i o n ,  (2) d i s p u t e s  be tween
t h e  a u d i t o r  and  t h e  c l i e n t  a r i s i n g  o u t  o f  t h e  i n t e r p r e t a t i o n  o f
a c c o u n t i n g  p r i n c i p l e s ,  and  (3)  c o n f l i c t s  be t ween  t h e  GAAFR manua1 and
t h e  AICPA a u d i t  g u i d e  (AGSLU).
Co n c e r n i n g  t h e  p e r c e i v e d  e f f e c t i v e n e s s  o f  p o t e n t i a l  c o r r e c t i v e
a c t i o n s ,  Cope l and  and  Ingram r e p o r t e d  t h a t  t h e i r  r e s u l t s  " s u g g e s t e d
t h a t  e d u c a t i o n a l  and m o t i v a t i o n a l  p r o b l e m s  we r e  b e l i e v e d  t o  c a u s e
f i n a n c i a l  d i s c l o s u r e  d e f i c i e n c i e s "  and t h e r e f o r e  were  a r e a s  where
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f u r t h e r  e f f o r t  was n e c e s s a r y .  A d d i t i o n a l  a c t i o n s
. . . p e r c e i v e d  t o  be mos t  e f f e c t i v e  i n c l u d e d  d e v e l o p m e n t  
o f  a c o n c i s e ,  u n i f o r m  s e t  o f  g o v e r n me n t a l  a c c o u n t i n g  
s t a n d a r d s ,  i n c r e a s i n g  m u n i c i p a l  a u d i t  f e e s  t o  b r i n g  them in 
l i n e  w i t h  c ommer c i a l  f e e s ,  d e v e l o p m e n t  o f  a c o n c e p t u a l
f r amework  f o r  g o v e r n m e n t a l  a c c o u n t i n g  and i n c r e a s i n g
s a n c t i o n s  a g a i n s t  a u d i t o r s  who f a i l  t o  i n s u r e  p r o p e r  
d i s c l o s u r e s . 7 7
The r e s p o n d e n t s  d i d  n o t  a g r e e  t h a t  t h e  a u t h o r i t y  f o r  e s t a b l i s h ­
ing m u n i c i p a l  a c c o u n t i n g  p r i n c i p l e s  s h o u l d  be t r a n s f e r r e d  t o  t h e  
p r i v a t e  s e c t o r  ( i . e . ,  t h e  FASB). They a l s o  wer e  e v e n l y  d i v i d e d  on 
t h e  i s s u e  o f  w h e t h e r  r e g i s t r a t i o n  o f  m u n i c i p a l i t i e s  by t h e  SEC s h o u l d
^  Cope l and  a nd  Ingram,  p .  22 .
76
Cope l and  and  Ingram,  p .  22 .
^  Copeland and Ingram, p.  22.
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be r e q u i  r e d .
The p r o b l e ms  a s s o c i a t e d  w i t h  t h i s  s t u d y  c o n c e r n  t h e  d e f i n i t i o n  
and e x i s t e n c e  o f  a d i s c l o s u r e  d e f i c i e n c y  and t h e  s e l e c t i o n  o f  CPAs a s  
p o t e n t i a l  r e s p o n d e n t s .  As a c o n c e p t ,  " d i s c l o s u r e  d e f i c i e n c y "  i s  n o t  
o p e r a t i o n a l l y  d e f i n e d  by t h e  a u t h o r s .  T h i s  d e f i c i e n c y  i s  p o s t u l a t e d  
by t h e  a u t h o r s  and s u p p o r t e d  on t h e  b a s i s  o f  t h e  r e s u l t s  o f  t h e  
s t u d i e s  by C&L and D a v i d s o n ,  e t  a l .  T h e s e  s t u d i e s  s u g g e s t  t h a t  
m u n i c i p a l  r e p o r t i n g  p r a c t i c e s  a r e  n o t  i n  c o n f o r ma n c e  w i t h  GAAP. The 
a s s e r t i o n  t h a t  n o n - c o m p l i a n c e  w i t h  GAAP l e a d s  t o  a d e f i c i e n c y  in 
d i s c l o s u r e  c a n n o t  be s u p p o r t e d  u n l e s s  c o m p l i a n c e  w i t h  GAAP i s  shown 
t o  c o m p l e t e l y  s a t i s f y  u s e r s '  n e e d s  in t e r ms  o f  d i s c l o s u r e .  To d a t e ,  
t h i s  h a s  n o t  been  d o n e .
The CPAs s u r v e y e d  i n  t h i s  s t u d y  h a d ,  "on a v e r a g e  . . . been
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i n v o l v e d  in 8 . 8  m u n i c i p a l  a u d i t s  w i t h i n  t h e  p a s t  12 m o n t h s . "  
T h e r e f o r e ,  one  ca n  a s sume  t h a t  t h e s e  i n d e p e n d e n t  a u d i t o r s  wer e  
t h o r o u g h l y  f a m i l i a r  w i t h  t h e  r e q u i r e m e n t s  o f  GAAFR and GAAP a s  
a p p l i e d  t o  m u n i c i p a l i t i e s .  However ,  t h e  s u b j e c t s '  r e s p o n s e s  t o  t h e  
h y p o t h e s i z e d  c a u s e s  o f ,  and  s o l u t i o n s  t o ,  t h e  d e f i c i e n c y  in d i s c l o ­
s u r e  wer e  in t h e  r o l e  o f  a " p r e p a r e r "  o f  m u n i c i p a l  f i n a n c i a l  s t a t e ­
me n t s  r a t h e r  t h a n  in t h e  r o l e  o f  a " u s e r "  o f  t h o s e  s t a t e m e n t s .  The 
s u b j e c t s '  r e s p o n s e s  may be  b i a s e d  b e c a u s e  t h e  CPA ha s  a d i f f e r e n t  
p e r s p e c t i v e  t h a n  a u s e r  o f  m u n i c i p a l  f i n a n c i a l  s t a t e m e n t s .  Tha t  
d i f f e r e n t  p e r s p e c t i v e  o r  r o l e  may p r e c l u d e  t h e  CPA f rom r e s p o n d i n g  in 
an o b j e c t i v e  manner  b e c a u s e  h i s  f r ame  o f  r e f e r e n c e  i s  g u i d e d  o r
78
Cope l and  and Ingram,  p .  22 .
66
i n f l u e n c e d  by c u r r e n t  m u n i c i p a l  GAAP. As p r e v i o u s l y  s t a t e d ,  a d h e r ­
e n c e  t o  GAAP may o r  may n o t  a l l e v i a t e  a d e f i c i e n c y  in d i s c l o s u r e  in 
m u n i c i p a l  a n n u a l  r e p o r t s .  The a u t h o r s  a p p a r e n t l y  wer e  awa r e  o f  t h i s  
f a c t  and s t a t e d  t h a t  " r e a d e r s  a r e  c a u t i o n e d ,  in i n t e r p r e t i n g  t h e
r e s u l t s ,  t o  remember  t h e  p e r s p e c t i v e  o f  t h e  r e s p o n d e n t s  and t h e
79p o s s i b l e  i mpac t  t h e  p e r s p e c t i v e  may ha ve  on t h e i r  r e s p o n s e s . "
The B o y e t t  and Gi r oux  S t udy
The a u t h o r s  s t a t e d  t h a t  t h e  p u r p o s e  o f  t h e i r  s t u d y  was (1) t o  
d e t e r m i n e  t h e  t y p e s  o f  i n f o r m a t i o n  wh i c h  a r e  i m p o r t a n t  t o  i n v e s t o r s  
and  u n d e r w r i t e r s  f o r  m u n i c i p a l  bond o f f e r i n g s ;  (2)  t o  d e t e r m i n e  how 
t h i s  g r ou p  v i ews  t h e  a d e q u a c y  o f  d i s c l o s u r e s  c u r r e n t l y  p r o v i d e d  by 
m u n i c i p a l  f i n a n c i a l  s t a t e m e n t s ,  and t h e  e x t e n t  o f  t h e i r  r e l i a n c e  on 
s uch  s t a t e m e n t s ;  and (3)  t o  d e t e r m i n e  how t h i s  g r ou p  f e e l s  a b o u t  
c u r r e n t  and p r o p o s e d  f e d e r a l  r e g u l a t i o n  o f  t h e  m u n i c i p a l  s e c u r i t i e s
go
m a r k e t .  A q u e s t i o n n a i r e  was m a i l e d  t o  106 o f  t h e  l a r g e s t  commer­
c i a l  banks  in t h e  U.S.  a nd  was d i r e c t e d  t o  t h e  bank o f f i c i a l  mos t  
i n v o l v e d  w i t h  t h e  m u n i c i p a l  s e c u r i t y  m a r k e t .  The q u e s t i o n n a i r e  had 
been d e v e l o p e d  f rom p e r s o n a l  i n t e r v i e w s  w i t h  s i m i l a r  o f f i c i a l s .  
F o r t y - e i g h t  u s a b l e  r e s p o n s e s  we r e  r e c e i v e d  f o r  a r e s p o n s e  r a t e  o f  
k5%.  The r e s p o n d e n t s  we r e  a s k e d  t o  r a n k ,  i n  o r d e r  o f  i m p o r t a n c e ,  a 
l i s t  o f  t w e n t y - o n e  d a t a  i t e ms  p r o v i d e d  in  t h e  q u e s t i o n n a i r e .
79 Cope l and  and  I ng ram,  p .  21 .
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A r t h u r  S.  B o y e t t  and Gary A. G i r o u x ,  "The R e l e v a n c e  o f  
Mu n i c i p a l  F i n a n c i a l  R e p o r t i n g  t o  Mu n i c i p a l  S e c u r i t y  D e c i s i o n s , "  
Gover nment a l  F i n a n c e ,  7 (May 1 9 7 8 ) ,  23~3k .
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A d d i t i o n a l l y ,  t h e  q u e s t i o n n a i r e  a s k e d  t h e  r e s p o n d e n t s  t o  (1)  r a t e  a s  
" a d e q u a t e "  o r  " i n a d e q u a t e "  s e v e n  i t e ms  p r e s e n t e d  in m u n i c i p a l  f i n a n ­
c i a l  s t a t e m e n t s  ( t h e  i t e ms  c h o s e n  a l l  r e p r e s e n t e d  a r e a s  in whi ch  
c r i t i c i s m  had been l e v e l e d  a t  m u n i c i p a l  f i n a n c i a l  s t a t e m e n t s ) ;  (2) 
e v a l u a t e  t h e i r  r e l i a n c e  on t h e  u s e  o f  m u n i c i p a l  f i n a n c i a l  s t a t e m e n t s  
in e v a l u a t i n g  g e n e r a l  o b l i g a t i o n  bonds ;  (3) e v a l u a t e  t h e i r  r e l i a n c e  
on a u d i t e d  m u n i c i p a l  f i n a n c i a l  s t a t e m e n t s  v e r s u s  s t a t e m e n t s  t h a t  were  
n o t  a u d i t e d ;  and {k)  e x p r e s s  t h e i r  o p i n i o n s  on r e g u l a t i o n  o f  t h e  
m u n i c i p a l  s e c u r i t y  m a r k e t .
The f i n d i n g s  f rom t h i s  s t u d y  i n c l u d e d :  (a)  o n l y  two o f  t h e
i t e ms  r anke d  in t h e  t o p  t e n  c o u l d  be f ound  in m u n i c i p a l  f i n a n c i a l  
s t a t e m e n t s ;  (b) t h e  r a n k  o r d e r i n g  o f  t h e  d a t a  i t e ms  v a r i e d  w i t h  t h e  
s i z e  o f  t h e  bank ,  i . e . ,  l a r g e r  banks  c o n s i d e r e d  more d e t a i l e d  i t ems  
t h a n  s m a l l e r  banks  ( e . g . ,  s m a l l e r  banks  p l a c e d  more e mp h a s i s  on bond 
r a t i n g s ) ;  (c)  d i s c l o s u r e s  o f  b u d g e t a r y  c o m p a r i s o n s ,  r e s t r i c t e d  
a s s e t s ,  commi t ment s  and c o n t i n g e n c i e s ,  and a c c o u n t i n g  p o l i c i e s  were  
f ound t o  be i n a d e q u a t e ;  (d)  e i g h t y  p e r c e n t  o f  t h e  r e s p o n d e n t s  i n d i ­
c a t e d  t h a t  t h e y  d i d  r e f e r  t o  t h e  m u n i c i p a l  f i n a n c i a l  s t a t e m e n t s  
e x t e n s i v e l y  o r  m o d e r a t e l y  in g e n e r a l  o b l i g a t i o n  bond a n a l y s i s ;  (e)  
t h e  r e s p o n d e n t s  (3 2 %) i n d i c a t e d  t h a t  h a v i n g  f i n a n c i a l  s t a t e m e n t s  
a u d i t e d  by an  i n d e p e n d e n t  CPA would  i n c r e a s e  t h e i r  r e l i a n c e  on t h e  
s t a t e m e n t s ;  ( f )  r e g a r d i n g  t h e  r e g u l a t i o n  o f  t h e  m u n i c i p a l  s e c u r i t y  
m a r k e t ,  t h e  m a j o r i t y  o f  r e s p o n d e n t s  f a v o r e d  an  i n c r e a s e  in r e g u l a ­
t i o n ,  bu t  n o t  t o  t h e  e x t e n t  o f  r e g u l a t i o n  now p r e s e n t  in t h e  c o r p o ­
r a t e  m a r k e t .
The a u t h o r s  c o n c l u d e d  t h a t
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. . . banks  whi ch  i n v e s t  in and u n d e r w r i t e  m u n i c i p a l  
s e c u r i t i e s  do . . . u s e  f i n a n c i a l  s t a t e m e n t  i n f o r m a t i o n ,  
and t h a t  t h e  s t a t e m e n t s  a r e  c o n s i d e r e d  r e l a t i v e l y  u s e f u l  by 
mos t  r e s p o n d e n t s .  Much o f  t h e  i n f o r m a t i o n  t h a t  i s  c o n s i d ­
e r e d  mos t  i m p o r t a n t  f o r  d e c i s i o n - m a k i n g ,  howe ve r ,  i s  n o t  
f ound in t h e  f i n a n c i a l  s t a t e m e n t s ,  o r  i s  p r e s e n t e d  in such  
a way t h a t  i t  i s  d i f f i c u l t  t o  u t i l i z e .
In a d d i t i o n  t o  t h e  p e r c e i v e d  a b s e n c e  o f  i m p o r t a n t  
i n f o r m a t i o n  in t h e  f i n a n c i a l  s t a t e m e n t s ,  much o f  t b a t  whi ch  
i s  p r e s e n t e d  i s  c o n s i d e r e d  i n a d e q u a t e l y  p r e s e n t e d .
As a p a r t i a l  s o l u t i o n  t o  t h e  p r o b l e m s  f ound in t h e i r  s t u d y ,  B o y e t t  
and G i r oux  a d v o c a t e d  t h a t  a l l  m u n i c i p a l  f i n a n c i a l  s t a t e m e n t s  be 
a u d i t e d  by i n d e p e n d e n t  CPAs. They i n d i c a t e d  t h a t  a c o m p l e t e  s o l u t i o n  
t o  t h e  p r o b l e m  o f  i n a d e q u a t e  m u n i c i p a l  f i n a n c i a l  r e p o r t i n g  c o u l d  o n l y  
be a c h i e v e d  by a d o p t i n g  a
. . . s t a t e m e n t  o f  o b j e c t i v e s  f o r  g o v e r n m e n t a l  f i n a n c i a l  
s t a t e m e n t s  . . . wh i ch  c l e a r l y  i d e n t i f i e s  u s e r s  and t h e i r  
n e e d s .  Such a d o p t i o n  mus t  t h e n  be f o l l o w e d  by t h e  e s t a b ­
l i s h m e n t  o f  s t a n d a r d s  o f  r e p o r t i n g . ^2
Whi l e  t h i s  work d i d  n o t  s p e c i f y  how t h e s e  r e s p o n d e n t s  s h o u l d  u s e  
t h e  m u n i c i p a l  r e p o r t s ,  t h e  s t u d y  d i d  p r o v i d e  some p r e l i m i n a r y  e v i ­
d e n c e  t h a t  t h e  r e p o r t s  w e r e ,  i n  f a c t ,  u s e d  by t h i s  g r o u p .  A l s o ,  t h e  
s t u d y  r e s u l t s  added  t o  t h e  e x i s t i n g  e m p i r i c a l  e v i d e n c e  r e g a r d i n g  
u s e r s  n e e d s  and t h e  g e n e r a l  d i s s a t i s f a c t i o n  by u s e r s  o f  m u n i c i p a l  
f i n a n c i a l  s t a t e m e n t s .
8 1 B o y e t t  and  G i r o u x ,  p.  3^-
82 B o y e t t  and G i r o u x ,  p .
The Ingram S t udy
An o t h e r  s t u d y  r e l a t i n g  t o  t h e  i n f o r m a t i o n  n e e d s  o f  u s e r s  was 
done  by Ingram and p u b l i s h e d  in 1978.  The p u r p o s e  o f  t h i s  s t u d y  was 
t o  r e v i e w  t h e  s u c c e s s  o f  t h e  MFOA's D i s c l o s u r e  G u i d e l i n e s  o f  1976 in
05
i d e n t i f y i n g  t h e  d a t a  n e e d s  o f  i n v e s t o r s .  The s t u d y  s u r v e y e d  
i n v e s t me n t  b r o k e r s ,  u s i n g  a m a i l e d  q u e s t i o n n a i r e ,  f o r  t h e i r  o p i n i o n s  
on t h e  v a l u e  o f  t h e  d i s c l o s u r e  g u i d e l i n e s .  S e v e n t y - f i v e  b r o k e r s  were  
i d e n t i f i e d  a s  b e i n g  i n v o l v e d  w i t h  m u n i c i p a l  s e c u r i t i e s .  A q u e s t i o n ­
n a i r e  was s e n t  t o  e a c h  b r o k e r  a s k i n g  t h e  i n d i v i d u a l  t o  r a n k  o r d e r  
s i x t e e n  d i s c l o s u r e  i t e ms  a s  t o  t h e i r  r e l a t i v e  i m p o r t a n c e  in a m u n i c i ­
pa l  c r e d i t  d e c i s i o n .  The s i x t e e n  i t e ms  wer e  s e l e c t e d  f rom S e c t i o n  VI 
( F i n a n c i a l  I n f o r m a t i o n )  o f  t h e  MFOA doc ume n t .  T w e n t y - f i v e  u s a b l e  
r e s p o n s e s  we r e  o b t a i n e d  f o r  a 33% r e s p o n s e  r a t e .  A n a l y s i s  o f  t h e  
r e t u r n s  i n d i c a t e d  t h a t :  (a)  a l l  o f  t h e  l i s t e d  i t e ms  wer e  c o n s i d e r e d
i m p o r t a n t  by t h e  m a j o r i t y  o f  t h e  r e s p o n d e n t s ;  (b)  t h e  mos t  i m p o r t a n t  
i t e ms  r e l a t e d  t o  t h e  c u r r e n t  l e v e l  o f  m u n i c i p a l  d e b t ;  and (c)  t h e  
f i n a n c i a l  s t a t e m e n t s  we r e  r a n k e d  a s  t h e  l e a s t  i m p o r t a n t  o f  t h e  i t ems  
l i s t e d .  Ingram c o n l u d e d  t h a t  t h e  D i s c l o s u r e  G u i d e l i n e s  had " a p p a r ­
e n t l y  i d e n t i f i e d  a number  o f  c r i t i c a l  d i s c l o s u r e s  f o r  b r o k e r  i n v e s t -  
8^ment  d e c i s i o n s . "  The a u t h o r  d i d  n o t e  t h a t
One mus t  be somewhat  c a u t i o u s  in i n t e r p r e t i n g  t h e  
r e s u l t s  o f  t h i s  s u r v e y ,  howe ve r ,  s i n c e  t h e  i n f o r m a t i o n  
p r o v i d e d  by t h e  d i s c l o s u r e s  r e s u l t s  in no d i r e c t  c o s t  t o
Oo
R o b e r t  W. Ingram,  "A Review o f  t h e  MFOA D i s c l o s u r e  Gu i de ­
l i n e s , "  Gover nment a l  F i n a n c e , 7 (May 1 97 8 ) ,  3 6 - 3 9 .
^  . 7QIngram,  p .  39 .
70
i n v e s t me n t  b r o k e r s .  One m i g h t  s u s p e c t  t h a t  " t h e  more 
i n format ion!  t h e  b e t t e r "  p h i l o s o p h y  may u n d e r l i e  some 
r e s p o n s e s . ^
Ot he r  S t u d i e s  D e a l i n g  w i t h  t h e  U s e f u l n e s s  
o f  Muni c i pa l  Annual  R e p o r t  I n f o r m a t i o n
C o n s i d e r a b l e  c o n t r o v e r s y  e x i s t s  r e g a r d i n g  t h e  u s e f u l n e s s  o f  
m u n i c i p a l  a c c o u n t i n g  i n f o r m a t i o n .  T h a t  i s ,  many w r i t e r s  have  a d v o ­
c a t e d  t h a t  fund a c c o u n t i n g  ha s  o u t l i v e d  i t s  u s e f u l n e s s  and t h e r e f o r e  
a c o n f l i c t  e x i s t s  o v e r  t h e  a p p r o p r i a t e  e n t i t y  f o r  a nnua l  r e p o r t  
p u r p o s e s .  An i t em c l o s e l y  r e l a t e d  t o  t h e  r e p o r t i n g  e n t i t y  q u e s t i o n  
i s  w h e t h e r  o r  n o t  b u d g e t a r y  d a t a  s h o u l d  be r e p o r t e d .  A n o t h e r  a r e a  o f  
d e b a t e  c o n c e r n s  t h e  r e p o r t i n g  o f  f i n a n c i a l  i n f o r m a t i o n  f o c u s i n g  on 
f l o ws  o f  l i q u i d  f i n a n c i a l  r e s o u r c e s  in t h e  o p e r a t i n g  s t a t e m e n t s  o f  
e x p e n d a b l e  f u n d s  ( v e r s u s  t h e  u s e  o f  a c c r u a l  a c c o u n t i n g ) .  A r e l a t e d  
i s s u e  i s  whi ch  b a s i s  o f  a c c o u n t i n g  s h o u l d  u n d e r l i e  t h e  m u n i c i p a l  
a nnua l  r e p o r t .  T h e r e f o r e ,  s e v e r a l  s t u d i e s  have  been d i r e c t e d  a t  
f i n d i n g  ways in whi ch  u s e r s  can  make u s e  o f  m u n i c i p a l  a nnua l  r e p o r t  
i n f o r m a t i o n  in an e f f o r t  t o  r e d u c e  t h e  c o n t r o v e r s y .  A s t u d y  by 
Ingram and Co p e l a n d ,  p u b l i s h e d  in 1981,  d e a l t  w i t h  t h e  u s e  o f  m u n i c ­
ipa l  a nnua l  r e p o r t  i n f o r m a t i o n  by v o t e r s .  The a u t h o r s  a s s e s s e d  t h e  
p o t e n t i a l  u s e f u l n e s s  o f  m u n i c i p a l  a c c o u n t i n g  d a t a  f o r  p r e d i c t i n g  
m u n i c i p a l  e l e c t i o n  r e s u l t s ,  i . e . ,  t h e  a u t h o r s  t e s t e d  f o r  an a s s o c i a ­
t i o n  be tween a c c o u n t i n g  numbers  and m u n i c i p a l  e l e c t i o n  o u t c o m e s .  The 
a u t h o r s  c h a r a c t e r i z e d  t h e i r  r e s e a r c h  a s  an " a t t e m p t  t o  d e t e r m i n e  
w h e t h e r  a c c o u n t i n g  numbers  e f f e c t i v e l y  s e r v e  a s  a s u r r o g a t e  o f
85 Ingram,  p.  39*
86m u n i c i p a l  f i n a n c i a l  p o l i c i e s  t h a t  do i n f l u e n c e  v o t e r  d e c i s i o n s . "  A
two s t a g e  a p p r o a c h  was u t i l i z e d .  The a u t h o r ' s  f i r s t  s t e p  was t o  
c l u s t e r  t h e i r  s ampl e  o f  113 c i t i e s  i n t o  homogeneous  g r o u p s  a c c o r d i n g  
to  s o c i o - d e m o g r a p h i c  c h a r a c t e r i s t i c s  ( e . g . ,  p o p u l a t i o n  c o m p o s i t i o n ,  
p e r s o n a l  income,  economi c  a c t i v i t y ,  e t c . ) .
The . . . c l u s t e r i n g  p r o c e d u r e  i d e n t i f i e s  g r o u p s  o f  o b s e r ­
v a t i o n s  ( c i t i e s )  wh i ch  ha ve  s i m i l a r  c h a r a c t e r i s t i c s .  The 
p r o c e d u r e  i d e n t i f i e s  c l u s t e r s  o f  o b s e r v a t i o n s  s uc h  t h a t  
d i f f e r e n c e s  be tween c i t i e s  w i t h i n  a c l u s t e r  a r e  mi n i mi z ed  
w h i l e  d i f f e r e n c e s  be t ween  c l u s t e r s  a r e  ma x i mi z e d .  '
T h e i r  s econd  s t e p  was t o  a s s e s s  t h e  r e l a t i o n s h i p  be t we en  a c c o u n t i n g  
r a t i o s  ( t h e  i n d e p e n d e n t  v a r i a b l e s )  and  mayor a l  e l e c t i o n  r e s u l t s  ( t h e  
d e p e n d e n t  v a r i a b l e )  u s i n g  m u l t i p l e  d i s c r i m i n a n t  a n a l y s i s .  S t e p w i s e  
d i s c r i m i n a n t  a n a l y s i s  was u s e d  t o  i d e n t i f y  a s e t  o f  a c c o u n t i n g  r a t i o s  
t h a t  d i s t i n g u i s h e d  be t ween  m u n i c i p a l i t i e s  in whi ch  mayor s  were  r e ­
e l e c t e d  o r  d e f e a t e d .
R e g a r d i n g  t h e i r  f i n d i n g s ,  t h e  a u t h o r s  s t a t e :
R e s u l t s  i n d i c a t e  t h a t  a c c o u n t i n g  r a t i o s  may be u s e f u l  
d i s c r i m i n a t o r s  o f  mayora l  e l e c t i o n  r e s u l t s  when c o n s i d e r e d  
in c o n j u n c t i o n  w i t h  c e r t a i n  s o c i o - d e m o g r a p h i c  c h a r a c t e r i s ­
t i c s  o f  t h e  c i t i e s .  Our r e s u l t s  s u p p o r t  t h e  c o n t e n t i o n  
t h a t  m u n i c i p a l  a c c o u n t i n g  r a t i o s  p r o v i d e  i n f o r m a t i o n  which 
c o u l d  be u s e d  in v o t i n g  d e c i s i o n s . 88
86 Ro b e r t  W. Ingram and Ronal d  M. Co p e l a n d ,  " Mu n i c i p a l  A c c o u n t ­
ing I n f o r m a t i o n  and V o t i n g  B e h a v i o r , "  A c c o u n t i n g  Review,  56 ( 1 9 8 1 ) ,  
831 .
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Ingram and C o pe l a n d ,  p .  8 3 6 .
88 Ingram and Copeland,  p.  8^0 .
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However ,  t h e  a u t h o r s  d i d  n o t  a t t e m p t  t o  model  how t h e  v o t e r ( s )  would
a c t u a l l y  u s e  t h e  d a t a  i n  making a v o t i n g  d e c i s i o n ,  Thounh t h e i r
r e s u l t s  a r e  c o n s i s t e n t  w i t h  t h e  h y p o t h e s i s  t h a t  v o t e r s  may u s e
a c c o u n t i n g  d a t a  in m o n i t o r i n g  m u n i c i p a l  o f f i c i a l s '  b e h a v i o r ,  t h e
a u t h o r s  d i d  n o t  a s c e r t a i n  " w h e t h e r  a c c o u n t i n g  number s  e f f e c t i v e l y
s e r v e  a s  a s u r r o g a t e  o f  m u n i c i p a l  f i n a n c i a l  p o l i c i e s  t h a t  do
89i n f l u e n c e  v o t e r  d e c i s i o n s . "  Much more r e s e a r c h  mus t  be c o n d u c t e d  
b e f o r e  one  can  have  c o n f i d e n c e  in m u n i c i p a l  f i n a n c i a l  s t a t e m e n t  
i n f o r m a t i o n  a s  a m a j o r  s o u r c e  o f  v o t e r  i n f o r m a t i o n .
C o n s i d e r a b l e  a t t e n t i o n  h a s  a l s o  been f o c u s e d  on p r e d i c t i n g  bond 
r a t i n g s  and r a t i n g  c h a n g e s  b a s e d  upon a m u n i c i p a l i t y ' s  c h a r a c t e r i s ­
t i c s  and a c c o u n t i n g  i n f o r m a t i o n .  The f o u n d a t i o n  f o r  p u b l i c  s e c t o r
r e s e a r c h  was p r o v i d e d  by f i n a n c e  and  a c c o u n t i n g  s t u d i e s  c o n c e r n i n g
90t h e  p r e d i c t i o n  o f  c o r p o r a t e  bond r a t i n g s  and t h e  m e t h o d o l o g i e s  u s e d
89 Ingram and C o p e l a n d ,  p .  831 .
90 See f o r  e xa mp l e  W. B. Hickman,  C o r p o r a t e  Bond Q u a l i t y  and 
I n v e s t m e n t  E x p e r i e n c e :  A S t udy  by t h e  N a t i o n a l  Bureau  o f  Economic
R e s e a r c h  ( P r i n c e t o n : P r i n c e t o n  U n i v e r s i t y  P r e s s ,  1 9 5 8 ) .  James  0 .
H o r r i g a n ,  "The  D e t e r m i n a t i o n  o f  Long-Term C r e d i t  S t a n d i n g  w i t h  
F i n a n c i a l  R a t i o s , "  E m p i r i c a l  R e s e a r c h  in A c c o u n t i n g :  S e l e c t e d
S t u d i e s ,  J o u r n a l  o f  A c c o u n t i n g  R e s e a r c h , s up p .  t o  v o l .  k  (1966)  
k k - 6 2 ;  Thomas F. Pogue and  Ro b e r t  M. S o l d o f s k y ,  "What  I s  in a Bond 
R a t i n g , "  J o u r n a l  o f  F i n a n c i a l  and Q u a n t i t a t i v e  A n a l y s i s , ( J u n e  1 9 6 9 ) ,  
pp.  2 0 1 - 2 2 8 ;  R i c h a r d  We s t ,  "New I s s u e  C o n c e s s i o n s  on Mu n i c i p a l  Bonds:  
A Case  o f  Monopsony P r i c i n g , "  J o u r n a l  o f  B u s i n e s s , ( A p r i l  1 9 6 5 ) ,  pp.  
135“ 1^8;  George  E. P i n c h e s  and Kent  A. Mingo,  "A M u l t i v a r i a t e  
A n a l y s i s  o f  I n d u s t r i a l  Bond R a t i n g s , "  J o u r n a l  o f  F i n a n c e , (March 
1 97 3 ) ,  pp .  1 - 1 8 ;  G. E. P i n c h e s  and  K. A. Mingo,  "A Note  on t h e  Role  
o f  S u b o r d i n a t i o n  in D e t e r m i n i n g  I n d u s t r i a l  Bond R a t i n g s , "  J o u r n a l  o f  
F i n a n c e , (March 1 9 7 5 ) ,  p p .  2 0 1 - 2 0 6 ;  and  Edward I .  Al tman and S t ephen  
K a t z ,  " S t a t i s t i c a l  Bond R a t i n g  C l a s s i f i c a t i o n  Us i ng  F i n a n c i a l  and 
A c c o u n t i n g  D a t a , "  in Michae l  S c h i f f  and George  S o r t e r ,  e d s . ,  P r o c e e d -  
i n g s  o f  t h e  C o n f e r e n c e  on T o p i c a l  R e s e a r c h  in A c c o u n t i n g  (New York:  
New York U n i v e r s i t y ,  1 9 7 6 ) .
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91in t h o s e  s t u d i e s .  The l i t e r a t u r e  a l s o  o f f e r s  d e s c r i p t i o n s  o f  t h e
meaning o f  m u n i c i p a l  bond r a t i n g s  ( e . g . ,  s e e  R e i h l e ,  1968;  B a h l ,
1971;  P e t e r s e n ,  197*0,  and  s uc h  d e s c r i p t i o n s  have  been  e m p i r i c a l l y
t e s t e d  and augment ed  by numerous  r e s e a r c h  s t u d i e s .  A b r i e f
d e s c r i p t i o n  o f  t h e  v a r i o u s  s a mp l e s  wh i ch  ha ve  been a n a l y z e d  and a
b r i e f  s y n o p s i s  o f  t h e  m o d e l s '  p r e d i c t i v e  p e r f o r m a n c e  f o l l o w .
C a r l e t o n  and L e r n e r  ( 1 9 6 9 ) ,  two e c o n o m i s t s  u n d e r  t h e  s p o n s o r s h i p
o f  t h e  F e d e r a l  D e p o s i t  I n s u r a n c e  C o r p o r a t i o n ,  a t t e m p t e d  t o  d u p l i c a t e
Moody ' s  c l a s s i f i c a t i o n  o f  g e n e r a l  o b l i g a t i o n  bonds  f o r  s e l e c t e d
m u n i c i p a l i t i e s .  S i x  v a r i a b l e s  we r e  c o n s i d e r e d :  d e b t  t o  a s s e s s e d
v a l u e s ,  p e r  c a p i t a  d e b t ,  p o p u l a t i o n  s i z e ,  amount  o f  d e b t ,  a v e r a g e  t a x
c o l l e c t i o n  r a t e ,  and w h e t h e r  t h e  m u n i c i p a l i t y  was a s c h o o l  d i s -  
92t r i c t .  They s t u d i e d  two random s a m p l e s  o f  1967 g e n e r a l  o b l i g a t i o n  
bond r a t i n g s  f o r  491 m u n i c i p a l i t i e s  t o  f o r m u l a t e  a d i s c r i m i n a n t  
a n a l y s i s  and t h e n  t e s t e d  a h o l d - o u t  s a mpl e  o f  200 .
The a u t h o r s  wer e  a b l e  t o  c o r r e c t l y  c l a s s i f y  bond i s s u e s  i n t o  
Moody' s  r a t i n g s  (Aaa ,  Aa,  A, Baa ,  and Ba) in a p p r o x i m a t e l y  50 p e r c e n t  
o f  t h e  c a s e s  and  w i t h i n  one  r a t i n g  in an a d d i t i o n a l  45 p e r c e n t  o f  t h e  
c a s e s .  A l s o ,  w h i l e  o n l y  50 p e r c e n t  we r e  c o r r e c t l y  c l a s s i f i e d ,  88 
p e r c e n t  we r e  c o r r e c t l y  d i c h o t o m i z e d  i n t o  (1)  Ba and  (2)  Baa and
91 R o b e r t  S.  Kap l an  and G a b r i e l  U r w i t z ,  " S t a t i s t i c a l  Model s  o f  
Bond R a t i n g s :  A M e t h o d o l o g i c a l  I n q u i r y , "  J o u r n a l  o f  B u s i n e s s ,  52
( 1 9 7 9 ) ,  2 31 - 2 6 1 .
92 W i l l a r d  T. C a r l e t o n  and  Eugene M. L e r n e r ,  " S t a t i s t i c a l  C r e d i t  
S c o r i n g  o f  Mu n i c i p a l  B o n d s , "  J o u r n a l  o f  Money,  C r e d i t  and B a n k i n g ,  1
( 1 9 6 9 ) ,  762 .
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a b o v e .  A n a l y s i s  o f  t h e  r e s u l t s  i n d i c a t e d  t h a t  t h e  m a j o r i t y  o f  t h e  
m i s c l a s s i f i c a t i o n s  o c c u r r e d  in t h e  m i d d l e  c l a s s e s  o f  A and Baa 
r a t i n g s .  Even a t  t h e  e x t r e m e s  o f  t h e  r a t i n g  d i s t r i b u t i o n ,  wher e  
t h e r e  were  r e l a t i v e l y  f ew o b s e r v a t i o n s ,  C a r l e t o n  and L e r n e r  c o u l d  n o t  
c o r r e c t l y  c l a s s i f y  u n i t s .  For  e x a m p l e ,  bonds  a c t u a l l y  r a t e d  "Aaa"  
were  p r e d i c t e d  a s  l ower  g r a d e s  w h i l e  t h o s e  i n  l ower  g r a d e s  wer e  
r anke d  " A a a . "
In a n o t h e r  s t u d y ,  Ho r t o n  t r i e d  t o  improve  on t h e  r e s u l t s  o f  
93C a r l e t o n  and L e r n e r .  He h y p o t h e s i z e d  t h a t  t h e  low o v e r a l l  p e r f o r m ­
a n c e  o f  C a r l e t o n  and L e r n e r ' s  model  may n o t  have  been due  o n l y  t o  
o m i t t e d  v a r i a b l e s ,  b u t  may ha ve  a l s o  been a f f e c t e d  by t h e  f a c t  t h a t  
t h e  number  o f  i n v e s t m e n t  q u a l i t y  bonds  (Baa o r  a bove )  was n o t  e qua l  
t o  t h e  number  o f  n o n i n v e s t m e n t  q u a l i t y  bonds  (Ba o r  be low)  in t h e  
s a mpl e  used  in t h e i r  s t u d y .  S p e c i f i c a l l y ,  H o r t o n ' s  a im was t o  d i v i d e  
m u n i c i p a l  bonds  i n t o  two c l a s s e s  -  t h o s e  r a t e d  a s  i n v e s t m e n t  g r a d e  
and t h o s e  r a t e d  a s  n o n i n v e s t m e n t  g r a d e  -  u s i n g  Moody ' s  r a t i n g s  a s  a 
s t a n d a r d .  In e f f e c t ,  he  t r i e d  t o  d i s c o v e r  t h e  p r i m a r y  u j t e r m i n a n t s  
u s e d  by Moody ' s  in d i s t i n g u i s h i n g  be t ween  b a n k - q u a l i t y  and n o n - b a n k -  
q u a l i t y  b o n d s .  Us i ng  r e g r e s s i o n  a n a l y s i s  and s e l e c t e d  v a r i a b l e s  f rom 
a s a mp l e  o f  100 g e n e r a l  o b l i g a t i o n  bonds  t h a t  had been r a t e d  by 
Mo o d y ' s ,  he d e v e l o p e d  a t o t a l  o f  14 m o d e l s .  The model  whi ch  
p e r f o r me d  t h e  b e s t  was u s e d  on a h o l d - o u t  s a mp l e  o f  50 (25  o f  i n v e s t ­
ment  q u a l i t y  and 25 o f  n o n i n v e s t m e n t  q u a l i t y ) ,  and r e s u l t e d  in a
93 J o s e p h  J .  H o r t o n ,  J r . ,  " S t a t i s t i c a l  D e t e r m i n a t i o n  o f  
M u n i c i p a l  Bond Q u a l i t y , "  J o u r n a l  o f  Bank R e s e a r c h ,  (Autumn 1 9 7 9 ) ,  pp .  
ZS-bO.
t o t a l  c o r r e c t  c l a s s i f i c a t i o n  r a t e  o f  80 p e r c e n t .  Hor t on  f ound t h a t  
t h e  model  u s e d  t o  a c h i e v e  t h e s e  r e s u l t s  i n d i c a t e d  t h a t  p o p u l a t i o n  
s i z e ,  t h e  r a t i o  o f  d e b t  t o  a s s e s s e d  p r o p e r t y  v a l u e ,  and t a x  c o l l e c ­
t i o n  r a t e s  wer e  r e l a t e d  t o  bond r a t i n g s .  He a l s o  f ound g e o g r a p h i c  
( i . e . ,  s t a t e )  l o c a t i o n  t o  be o f  c r i t i c a l  i m p o r t a n c e  in e x p l a i n i n g  t h e  
q u a l i t y  b r e a k ,  f o r  bonds  s o l d  by c o m m u n i t i e s  in t h e  N o r t h e a s t  and 
G r e a t  Lakes  r e g i o n  t e n d e d  t o  have  h i g h e r  r a t i n g s  t h a n  bonds  f rom 
c o m m u n i t i e s  in t h e  S o u t h e a s t .  Ho r t on  f ound t h a t  he g o t  s u r p r i s i n g l y  
"good r e s u l t s  when t h e  o n l y  d a t a  u s e d  was t h e  s t a t e  in wh i c h  t h e
d i s t r i c t  i s s u i n g  t h e  bond was l o c a t e d  . . . and t h e  ( d i s t r i c t ' s )  
ql^
p o p u l a t i o n . "  On t h i s  b a s i s  a l o n e ,  he was a b l e  t o  p r e d i c t  c o r r e c t l y
88 p e r c e n t  o f  t h e  bonds  in t h e  n o n i n v e s t m e n t  h o l d o u t  s a mpl e  and 60
p e r c e n t  o f  t h e  bonds  in t h e  i n v e s t m e n t  g r a d e  s a mp l e .  To t h e  a u t h o r ,
t h i s  d e m o n s t r a t e d  t h a t  s i z e  and l o c a t i o n  wer e  i nd e e d  powe r f u l  p r o x i e s
95f o r  " h i d d e n  f i n a n c i a l  f a c t o r s . "
Danie l  Rub i n f e l d  made ano t he r  c o n t r i b u t i o n  t o  t he  e x p l a n a t i o n  o f
what  f a c t o r s  go i n t o  t h e  r a t i n g s ,  when he a t t e m p t e d  t o  r e c o n s t r u c t
s t a t i s t i c a l l y  t h e  d i s c r e t e  i nde x  i m p l i c i t  in t h e  r a t i n g  p r o c e s s  u s i n g
96r e g r e s s i o n  t e c h n i q u e s .  R u b i n f e l d ' s  model  c o n t a i n e d  t h e  s e t  o f  
e x p l a n a t o r y  f a c t o r s  r e l a t i n g  t o  d e b t ,  a s s e s s e d  v a l u e ,  t a x  c o l l e c t i o n ,  
a nd  v a r i o u s  s i z e  and  g r o w t h  m e a s u r e s ,  and t e s t e d  i t  upon a s ampl e  o f
9A .Horton,  p.  .
H o r t o n ,  p .  35 .
96 Dani e l  R u b i n f e l d ,  "An E c o n o m e t r i c  A n a l y s i s  o f  t h e  Marke t  f o r  
Ge ne r a l  O b l i g a t i o n  Mu n i c i p a l  Bo n d s , "  D i s s .  M a s s a c h u s e t t s  I n s t i t u t e  o f  
T e c h n o l o g y ,  1972.
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97New Engl and  c o m m u n i t i e s .  Wi t h  h i s  m o d e i , R u b i n f e l d  was a b l e  t o  
c l a s s i f y  c o r r e c t l y  67 p e r c e n t  o f  t h e  r a t i n g s  a s s i g n e d  by Moody ' s .  
R u b i n f e l d  a l s o  f ound a s t r o n g  r e l a t i o n s h i p  be t ween  r a t i n g s  and 
p o p u l a t i o n  s i z e ,  i . e . ,  s m a l l e r  c o m m u n i t i e s  h a v i n g  l owe r  r a t i n g s .
A s t u d y  by Mor ton (1976)  r e v e a l e d  some i n t e r e s t i n g  d i f f e r e n c e s
between how Moody's and Standard & P o o r ' s  v i ew  t h e  importance o f
98c e r t a i n  v a r i a b l e s .  Us i ng  f a c t o r  a n a l y s i s  and s t e p w i s e  d i s c r i m i n a n t  
a n a l y s i s ,  he t e s t e d  f o r  t h e  s i g n i f i c a n c e  o f  f o r t y - f o u r  v a r i a b l e s  
r e l a t i n g  t o  t h e  f i s c a l ,  s o c i o e c o n o m i c ,  and a d m i n i s t r a t i v e  s i t u a t i o n s  
o f  223 m a j o r  c i t i e s .  Morton f ound  t h a t  t h i r t e e n  o f  t h e  f o r t y - f o u r  
v a r i a b l e s  w e r e  s t a t i s t i c a l l y  s i g n i f i c a n t  t o  e i t h e r  Moody ' s  o r  S t a n d ­
a r d  S P o o r ' s  r a t i n g s ,  b u t  o n l y  two we r e  s i g n i f i c a n t  t o  b o t h  f i r m s '  
r a t i n g s .  The s e  two v a r i a b l e s  wer e  t h e  r a t i o  o f  d e b t  t o  t r u e  v a l u a ­
t i o n ,  and w h e t h e r  o r  n o t  a c i t y  was d e s i g n a t e d  a s  a " t o u r i s t  o r i e n t e d
communi t y"  ( which i s  q u i t e  s u s c e p t i b l e  t o  e c onomi c  d o w n t u r n s ) .  The
v a r i a b l e s  t h a t  wer e  d e r i v e d  in t h e  d i s c r i m i n a n t  f u n c t i o n  a n a l y s i s  o f  
Moody ' s  r a t i n g s  wer e  l a r g e l y  r e l a t e d  t o  d e b t  b u r d e n ,  w h i l e  S t a n d a r d  & 
P o o r ' s  a n a l y s i s  c o v e r e d  a b r o a d e r  s p e c t r u m  o f  s o c i o e c o n o m i c  a r e a s  a s  
we l l  a s  t h e  d e b t  a r e a .  Mor ton f ound  t h a t  t h e  most  s i g n i f i c a n t  
v a r i a b l e  in e x p l a i n i n g  Moody ' s  r a t i n g s  was t h e  r a t i o  o f  o v e r a l l  d e b t  
t o  e s t i m a t e d  t r u e  v a l u e ,  w h e r e a s  t h e  mos t  i m p o r t a n t  v a r i a b l e  in t h e
S t a n d a r d  & P o o r ' s  a n a l y s i s  was p e r  c a p i t a  income.  M o r t o n ' s
R u b i n f e l d ,  p .  56 .
98 Gr egory  T.  Mor t on ,  "A C o m p a r a t i v e  A n a l y s i s  o f  Moody' s  and 
S t a n d a r d  & P o o r ' s  M u n i c i p a l  Bond R a t i n g s , "  Review o f  B u s i n e s s  and 
Economic R e s e a r c h ,  ( W i n t e r  1 9 7 6 ) ,  pp .  7 ^ “ 8 l .
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c l a s s i f i c a t i o n  r e s u l t s  were  more s u c c e s s f u l  in r a t i n g  Standard & 
Po o r ' s  than Moody's .  However,  h i s  a n a l y s i s  was o n l y  a b l e  t o  c o r r e c t ­
ly  c l a s s i f y  s l i g h t l y  o v e r  h a l f  o f  t h e  c i t i e s '  r a t i n g s .
Pe a c oc k  (1979)  in an  u n p u b l i s h e d  d i s s e r t a t i o n ,  a t t e m p t e d  t o
a n a l y z e  what q u a n t i t a t i v e  f a c t o r s  were  most  l i k e l y  c o n s i d e r e d  in the
99r a t i n g  o f  a ge ne r a l  o b l i g a t i o n  bond.  His  approach d i f f e r e d  from 
p r e v i o u s  s t u d i e s  in s e v e r a l  ways .  F i r s t ,  t he  number o f  v a r i a b l e s  he 
c o n s i d e r e d  was g r e a t e r  than t h e  number used in some p r e v i o u s  s t u d i e s  
( t en  v a r i a b l e s  were c h o s e n ) .  Second,  he used t h e  a v e r a g e  o f  t he  two 
most r e c e n t  y e a r ' s  f i n a n c i a l  d a t a  a s  t h e  v a l u e s  o f  h i s  v a r i a b l e s .  
Thi rd ,  dat a  from e a r l i e r  t ime p e r i o d s  was used t o  d e v e l o p  h i s  
m u l t i p l e  d i s c r i m i n a n t  a n a l y s i s  model .  F i n a l l y ,  a t h r e e  ye ar  t ime  
pe r i o d  o f  s t udy  was used i n s t e a d  o f  o n l y  one y e a r .  Of t he  ten  
v a r i a b l e s  chosen by Peacock ,  t he  t h r e e  v a r i a b l e s  c o n t r i b u t i n g  the  
most  t o  t he  d i s c r i m i n a t i n g  power o f  t he  model were (a) t h e  pe r c e n t  
o f  de bt  t o  t r u e  market  v a l u e ;  (b) de bt  per  c a p i t a ;  and ( c )  t he  
pe r c e n t  o f  pr ope r t y  t a x e s  t o  t o t a l  t a x e s .  Only t he  a v e r a g e  p e r c e n t ­
age  o f  l o n g - t e r m de bt  r e t i r e d  t o  l o n g - t e r m de bt  i s s ue d  and the  
a v e r a g e  f u l l  f a i t h  and c r e d i t  de bt  per  c a p i t a  f i g u r e  "were de t ermined  
to  p o s s e s s  l i t t l e  d i s c r i m i n a t o r y  power among t h e  v a r i o u s  r a t i n g  
c l a s s e s  and were not  i nc l ud e d  in t he  model f o r  p r e d i c t i o n  o f  t he  . . . 
bond i s s u e s . T h e  o t h e r  v a r i a b l e s  i nc l ud e d  in h i s  model were:
99 Kenneth E. Peacock ,  "Municipal  Bond Ra t i ng s :  A M u l t i p l e
Di s c r i mi n a n t  A n a l y s i s , "  D i s s .  Lo u i s i a n a  S t a t e  U n i v e r s i t y  and 
A g r i c u l t u r a l  and Mechanical  C o l l e g e ,  1979.
100  _ .Peacock,  p . v i i .
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( a)  a v e r a g e  r e v e n u e  p e r  c a p i t a ;  (b)  t h e  a v e r a g e  p e r c e n t a g e  o f  f e d e r a l  
and s t a t e  a i d  t o  t o t a l  r e v e n u e ;  (c)  t h e  a v e r a g e  p e r c e n t a g e  o f  t o t a l  
d e b t  t o  a s s e s s e d  v a l u e  o f  p r o p e r t y ;  (d)  t h e  a v e r a g e  p e r c e n t a g e  o f  
u n c o l l e c t e d  t a x e s ;  and (e)  t h e  a v e r a g e  p e r c e n t a g e  o f  w e l f a r e  payment s  
t o  t o t a l  r e v e n u e .  In P e a c o c k ' s  bond r a t i n g  c l a s s i f i c a t i o n  r e s u l t s ,  
t h e  p e r c e n t a g e  c o r r e c t l y  c l a s s i f i e d  was 67 p e r c e n t .  A l s o ,  w i t h i n  one  
r a t i n g  c l a s s ,  t h e  bond i s s u e s  we r e  p r e d i c t e d  w i t h  93 p e r c e n t  a c c u ­
r a c y .  He s t a t e d  t h a t  t h i s  r e s u l t  i n d i c a t e d  t h a t  a c c o u n t i n g  d a t a  i s  
u s e f u l  in e v a l u a t i n g  t h e  c r e d i t w o r t h i n e s s  o f  a m u n i c i p a l i t y . ^ *
A l s o ,  he s u g g e s t e d  t h a t  h i s  r e s u l t s  i n d i c a t e d :
F i r s t ,  t h e r e  may be an i n c r e a s i n g  e mp h a s i s  on q u a n t i t a t i v e  
f a c t o r s  in r a t i n g  m u n i c i p a l  b o n d s .  Se c ond ,  t h e r e  may be 
a d d i t i o n a l  q u a n t i t a t i v e  f a c t o r s  whi ch  m u n i c i p a l  f i n a n c e  
o f f i c e r s  s h o u l d  c o n s i d e r  when a t t e m p t i n g  t o  u p g r a d e  t h e  
r a t i n g  o f  t h e i r  c i t y ' s  b onds .  T h i r d ,  d i s c l o s u r e  o f  c e r t a i n  
o f  t h e  v a r i a b l e s  c o n s i d e r e d  in  t h i s  s t u d y  may be u s e f u l  t o  
r e a d e r s  o f  m u n i c i p a l  gove r nme n t  a n n u a l  r e p o r t s .  ^®2
P e a c o c k ' s  r e s u l t s ,  t h o u g h  n o t  o u t s t a n d i n g ,  a r e  c o n s i s t e n t  w i t h  
t h o s e  o f  t h e  p r e v i o u s  r e s e a r c h e r s  in t h e  a r e a  o f  bond r a t i n g  p r e d i c ­
t i o n s .  However ,  he  d i d  i d e n t i f y  two f a c t o r s  in h i s  a n a l y s i s  whi ch  
had n o t  been f r e q u e n t l y  r a t e d  a s  u s e f u l  d e t e r m i n a n t s  o f  a m u n i c ­
i p a l i t y ' s  c r e d i t w o r t h i n e s s .  Th e s e  two f a c t o r s  wer e  t h e  a v e r a g e  
p e r c e n t a g e  o f  w e l f a r e  paymen t s  t o  t o t a l  r e v e n u e ,  and t h e  a v e r a g e  
p e r c e n t a g e  o f  p r o p e r t y  t a x e s  t o  t o t a l  t a x e s .
S e v e r a l  o t h e r  s t u d i e s  ha ve  d e a l t  w i t h  t h e  p r e d i c t i o n  o f
101 _  .
P e a c o c k ,  p.  v i m .
102 D LP e a c o c k ,  p .  v i m .
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m u n i c i p a l  bond r a t i n g  c h a n g e s  r a t h e r  t h a n  c l a s s i f i c a t i o n .  S p e c i f i ­
c a l l y ,  Raman (1981)  e xami ned  w h e t h e r  t w e l v e  f i n a n c i a l  r a t i o s  c o u l d
d i s c r i m i n a t e  be tween  c i t i e s  t h a t  had had t h e i r  bond r a t i n g s  upg r a d e d
103
o r  downgraded  f rom an A r a t i n g .  He s e l e c t e d  a l l  c i t i e s  whose
r a t i n g s  wer e  u p g r ad e d  f rom A t o  Aa o r  downgr aded  f rom A t o  Baa,
a c c o r d i n g  t o  Moody' s  m o n t h l y  Bond R e c o r d , d u r i n g  t h e  f o u r - y e a r  p e r i o d
f rom J u l y ,  1975 t o  J u n e ,  1979.  A s a mpl e  o f  30 c i t i e s  r e s u l t e d ,  and
m u l t i v a r i a b l e  d i s c r i m i n a n t  a n a l y s i s  was u s e d  in t h i s  s t u d y .  Raman
n o t e d  " t h a t  u p g r ad e d  and downgr aded  c i t i e s  can  be c l a s s i f i e d  w i t h  a
10^h i g h  d e g r e e  o f  a c c u r a c y  on t h e  b a s i s  o f  f i s c a l  v a r i a b l e s  a l o n e . "
He f u r t h e r  n o t e d  t h a t  h i s  d i s c r i m i n a n t  f u n c t i o n s  wer e  r e l a t i v e l y  
s t a b l e  f rom y e a r  t o  y e a r  and we r e  u s e f u l  i n  c l a s s i f y i n g  r a t i n g  
c h a n g e s  even  t h r e e  y e a r s  p r i o r  t o  s uc h  c h a n g e s ,  w i t h  c o r r e c t  c l a s s i ­
f i c a t i o n  r a t e s  r a n g i n g  f rom 50 t o  1 0 0 % . ^ “’ In t e r ms  o f  p r e d i c t i n g  
r a t i n g  c h a n g e s  by f i s c a l  e x p l a n a t o r y  v a r i a b l e s ,  Raman f ound t h a t  
r a t i n g  r e v i s i o n s  c o u l d  be  p r e d i c t e d  r e a s o n a b l y  we l l  f o r  downgraded  a s  
w e l l  a s  u p g r ad e d  c i t i e s  (50% t o  83%).
Cope l and  and Ingram (1982)  a t t e m p t e d  t o  e xa mi ne
. . . t h e  a s s o c i a t i o n  be t we en  m u n i c i p a l  bond r a t i n g  c h a n g e s  
and  a c c o u n t i n g  i n f o r m a t i o n  t o  a s s e s s  (1)  w h e t h e r  m u n i c i p a l  
a c c o u n t i n g  m e a s u r e s  a v a i l a b l e  p r i o r  t o  a bond r a t i n g  c ha nge  
a r e  u s e f u l  f o r  p r e d i c t i n g  t h e  c h a n g e ,  and (2)  w h e t h e r  
m u n i c i p a l  a c c o u n t i n g  m e a s u r e s  a v a i l a b l e  s u b s e q u e n t  t o  t h e
103 K. K. Raman,  " F i n a n c i a l  R e p o r t i n g  and Mu n i c i p a l  Bond R a t i n g  
C h a n g e s , "  A c c o u n t i n g  R e v i e w , 56 ( 1 9 8 1 ) ,  9 1 0 - 9 2 6 .
Raman, p .  918 .
Raman, p. 9 18 .
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r a t i n g  c ha nge  r e f l e c t  t h e  e c onomi c  c o n d i t i o n s  whi ch  i nduced
t h e  c h a n g e  in r a t i n g s .  °
The a u t h o r s  i d e n t i f i e d  112 c i t i e s  wh i c h  had g e n e r a l  o b l i g a t i o n  bond 
r a t i n g  c h a n g e s  d u r i n g  f i s c a l  1976.  An a d d i t i o n a l  56 c i t i e s  whi ch  d i d  
n o t  have  bond r a t i n g  c h a n g e s  d u r i n g  t h e  t e s t  p e r i o d ,  1975- 1977 ,  were  
s e l e c t e d  a t  random f rom a l i s t i n g  o f  c i t i e s  w i t h  p o p u l a t i o n s  in 
e x c e s s  o f  1 0 , 0 0 0 .  The s amp l e  o f  168 c i t i e s  was g r o u p e d  i n t o  t h r e e  
c l a s s e s  -  c i t i e s  w i t h o u t  r a t i n g  c h a n g e s  ( 5 6 ) ,  c i t i e s  w i t h  downgraded  
r a t i n g s  ( 3 5 ) ,  and c i t i e s  w i t h  u p g r a d e d  r a t i n g s  ( 7 7 ) .  The a u t h o r s  
u s e d  r e v e n u e ,  e x p e n d i t u r e ,  d e b t ,  and i n v e s t m e n t  d a t a  t o  c a l c u l a t e  
t w e n t y - e i g h t  a c c o u n t i n g  r a t i o s  f o r  e a c h  c i t y  in t h e  s ampl e  f o r  t h e  
y e a r s  1975“ 1977-  Two m u l t i p l e  d i s c r i m i n a n t  mode l s  we r e  c o n s t r u c t e d ,  
one  t o  t e s t  w h e t h e r  m u n i c i p a l  a c c o u n t i n g  m e a s u r e s  a v a i l a b l e  p r i o r  t o  
a r a t i n g  c h a n g e  can  be u s e d  t o  p r e d i c t  t h e  c h a n g e ,  and t h e  o t h e r  t o  
t e s t  w h e t h e r  m u n i c i p a l  a c c o u n t i n g  m e a s u r e s  a v a i l a b l e  s u b s e q u e n t  t o  a 
r a t i n g  c h a n g e  r e f l e c t  t h e  e c onomi c  c o n d i t i o n s  whi ch  i n i t i a t e d  t h e  
r a t i n g  c h a n g e .  Tha t  i s ,  t h e  two d i s c r i m i n a n t  a n a l y s e s  us e d  r a t i o s  
f rom two d i f f e r e n t  t i m e  p e r i o d s  ( r e l a t i v e  t o  t h e  d a t e  o f  t h e  r a t i n g  
c h a n g e ) .  The f i r s t  u s e d  r a t i o s  f o r  y e a r s  e n d i n g  p r i o r  t o  t h e  d a t e s  
o f  t h e  r a t i n g  c h a n g e s ,  i . e . ,  r a t i o s  f o r  f i s c a l  1975 o r  1976 w i t h  
r a t i n g  c h a n g e s  o c c u r r i n g  w i t h i n  t w e l v e  months  s u b s e q u e n t  t o  t h e  
r e s p e c t i v e  f i s c a l  y e a r - e n d  ( p r i o r - y e a r ) . The s e cond  a n a l y s i s  u s e d  
d a t a  f o r  f i s c a l  y e a r s  e n d i n g  in  1976 and  1977,  o r  a f t e r  t h e  d a t e s  o f
Ronald  M. Cope l a nd  and  R o b e r t  W. Ingram,  "The A s s o c i a t i o n  
Between Mu n i c i p a l  A c c o u n t i n g  I n f o r m a t i o n  and  Bond R a t i n g  C h a n g e s , "  
J o u r n a l  o f  A c c o u n t i n g  R e s e a r c h , 20 ( 1 9 8 2 ) ,  275.
t h e  r a t i n g  c ha nge  ( s u b s e q u e n t - y e a r ) . E i g h t  s i g n i f i c a n t  a c c o u n t i n g  
v a r i a b l e s  ( r a t i o s )  a p p e a r e d  in t h e  p r i o r - y e a r  model  and s e ven  in t h e  
s u b s e q u e n t - y e a r  mode l .  The c l a s s i f i c a t o r y  a c c u r a c y  o f  t h e  p r i o r - y e a r  
model  was 55%, w h i l e  t h e  c l  a s s i f i c a t o r y  a c c u r a c y  o f  t h e  s u b s e q u e n t -  
y e a r  model  was 70%. The a u t h o r s  c o n c l u d e d  t h a t
The r e s u l t s  o f  t h i s  s t u d y  p r o v i d e  some s u p p o r t  f o r  t h e  
c o n t e n t i o n  t h a t  m u n i c i p a l  a c c o u n t i n g  numbers  a r e  r e l i a b l e  
( ex  p o s t )  m e a s u r e s  o f  q u a l i t y  c h a n g e s  r e f l e c t e d  in bond 
r a t i n g  c h a n g e s .  In p a r t i c u l a r ,  t h e  r e s u l t s  o f  t h e  p o s t ­
c ha nge  a n a l y s i s  i n d i c a t e  t h a t  a s i g n i f i c a n t  c o r r e l a t i o n  
e x i s t s  be tween t h e  two r i s k  m e a s u r e s .  On t h e  o t h e r  hand ,  
t h e  r e s u l t s  p r o v i d e  weak s u p p o r t  f o r  t h e  c o n t e n t i o n  t h a t  
a c c o u n t i n g  numbers  a r e  t i m e l y  me a s u r e s  o f  c h a n g e s  in r i s k  
( a s  mea s u r ed  by t h e i r  a b i l i t y  t o  p r e d i c t  r a t i n g  c h a n g e s ) .  
Whi l e  t h e  c l a s s i f i c a t o r y  a b i l i t y  o f  t h e  a c c o u n t i n g  numbers  
p r i o r  t o  t h e  r a t i n g  c h a n g e s  was s i g n i f i c a n t l y  b e t t e r  t han  
c h a n c e ,  t h e  l e v e l  o f  a c c u r a c y  d o e s  n o t  a p p e a r  t o  be s u f f i ­
c i e n t  t o  i n s t i l l  f a i t h  in t h e i r  u s e f u l n e s s  a s  p r e d i c t o r s  o f  
r i s k  c h a n g e .  107
W a l l a c e  (1981)  c o n d u c t e d  a s t u d y  whose p u r p o s e  was t o  exami ne
. . . a c c o u n t i n g  a nd  a u d i t i n g  a t t r i b u t e s  o f  m u n i c i p a l  bond 
i s s u e r s ,  p e r c e i v e d  i m p o r t a n t  by m u n i c i p a l  ma r k e t  d e c i s i o n  
m a k e r s ,  t o  a s s e s s  w h e t h e r  s uc h  a t t r i b u t e s  a c t u a l l y  have  a 
s i g n i f i c a n t  e f f e c t  on b o r r o w i n g  c o s t s  and bond r a t i n g s .  108
Her  s t u d y  a p p l i e d  b o t h  p r o b i t  a nd  r e g r e s s i o n  a n a l y s e s  t o  d a t a  c o l ­
l e c t e d  on a l l  g e n e r a l  o b l i g a t i o n  m u n i c i p a l  bonds  and u t i l i t y  r e v e n u e  
bonds  i s s u e d  in F l o r i d a  f rom 197*» t h r o u g h  1976 (n = 1 08 ) .  Models  
wer e  c o n s t r u c t e d  t o  whi ch  a c c o u n t i n g  and a u d i t i n g  v a r i a b l e s  were
Cope l and  and Ingram,  "Bond R a t i n g  C h a n g e s , "  p.  287.
108
Wanda A. W a l l a c e ,  "The A s s o c i a t i o n  Between Muni c i pa l  
Marke t  Me as ur es  and S e l e c t e d  F i n a n c i a l  R e p o r t i n g  P r a c t i c e s , "  
J o u r n a l  o f  A c c o u n t i n g  R e s e a r c h , 20 ( 1 9 8 1 ) ,  503.
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added  t o  a s s e s s  t h e i r  i n c r e m e n t a l  c o n t r i b u t i o n  t o  e x p l a i n i n g  o b s e r v e d  
bond r a t i n g s  and n e t  i n t e r e s t  c o s t s .  The a u t h o r  n o t e d  t h a t
The r e s u l t s  o f  t h i s  s t u d y  p r o v i d e  i n i t i a l  e v i d e n c e  
t h a t  i n t e r e s t  c o s t s  r e f l e c t  c r o s s - s e c t i o n a l  d i f f e r e n c e s  in 
a c c o u n t i n g  v a r i a b l e s  and bond r a t i n g s  r e f l e c t  c r o s s -  
s e c t i o n a l  d i f f e r e n c e s  in a u d i t o r s  and a u d i t  r e p o r t s  o f  
mun ic i pa l  i t  i e s . 1 0 9
W a l l ac e  c o n c l u d e d  t h a t  " b e n e f i t s  in t h e  form o f  l ower  i n t e r e s t  c o s t s  
and h i g h e r  bond r a t i n g s  a c c r u e  t o  m u n i c i p a l i t i e s  when t h e y  comply 
w i t h  GAAFR, h i r e  a n a t i o n a l  a u d i t o r ,  and  have  a c l e a n  a u d i t
* . . nor e p o r t . "
The a f o r e m e n t i o n e d  s t u d i e s  a l l  i n d i c a t e  t h a t  a c c o u n t i n g  v a r i ­
a b l e s  can  be u s e f u l  in a s s e s s i n g  t h e  c r e d i t w o r t h i n e s s  o f  a m u n i c i p a l ­
i t y .  T h e r e f o r e ,  d i s c l o s u r e  o f  t h e s e  i t e ms  in t h e  m u n i c i p a l  annua l  
r e p o r t  would seem t o  be o f  pa r a moun t  i m p o r t a n c e  i f  u s e r s  a r e  t o  make 
i n for med  j u d g m e n t s  a b o u t  t h e  c r e d i t w o r t h i n e s s  o f  a m u n i c i p a l i t y .
SUMMARY
The p r e c e d i n g  r e v i e w  i n d i c a t e s  t h a t  a l i m i t e d  amount  o f  r e s e a r c h  
has  been c o n d u c t e d  in t h e  a r e a  o f  m u n i c i p a l  d i s c l o s u r e .  The r e  has  
been a c o n s i d e r a b l e  amount  o f  r e s e a r c h  in t h e  a r e a  o f  bond r a t i n g s  
and t h e i r  r e l a t i o n s h i p  t o  a c c o u n t i n g  v a r i a b l e s .  The s e  s t u d i e s  
i n d i c a t e  t h e  v a l u e  o r  u s e f u l n e s s  o f  c e r t a i n  a c c o u n t i n g  v a r i a b l e s ,  
t h e r e f o r e  w a r r a n t i n g  t h e i r  d i s c l o s u r e  in m u n i c i p a l  annua l  r e p o r t s .
Wal l a c e ,  p .  50^ .  
Wal l a c e ,  p .  513 .
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Regarding p a s t  r e s e a r c h  in t he  area  o f  d i s c l o s u r e  per s e ,  t h e s e  
s t u d i e s  have b a s i c a l l y  been l i m i t e d  t o  pr o v i d i n g  s u g g e s t i o n s  f or  
"improving" muni c i pal  d i s c l o s u r e ,  and have not  a ddr e s s e d  t he  problem 
o f  measuring and e x p l a i n i n g  muni c i pal  d i s c l o s u r e .  The d i s c l o s u r e  
s t u d i e s  p r e v i o u s l y  c i t e d  r e s u l t e d  in t h e  f o l l o w i n g  major f i n d i n g s :
(1)  a s i g n i f i c a n t  l a c k  o f  c o m p l i a n c e  w i t h  p r e s c r i b e d  m u n i c i p a l  GAAP 
(CSL, D a v i d s o n ,  e t  a 1 . )  ; (2) o v e r a l l  s a t i s f a c t i o n  w i t h  m u n i c i p a l  
r e p o r t i n g  in g e n e r a l ,  b u t  c e r t a i n  p r o b l e m s  a s s o c i a t e d  w i t h  s e l e c t e d  
r e p o r t i n g  a s p e c t s  (Maschmeyer  and Van D a n i k e r ) ;  (3)  t h e  i d e n t i f i c a ­
t i o n  o f  p o t e n t i a l  c a u s e s  o f  d i s c l o s u r e  and r e p o r t i n g  d e f i c i e n c i e s  
( Cope l a nd  and I ng r a m) ;  a n d ,  (A) t h e  i mp o r t a n c e  o f  s e l e c t e d  i t e ms  o f  
d i s c l o s u r e  ( B o y e t t  and G i r o u x ,  I ng r a m) .  A d d i t i o n a l l y ,  e a c h  s t u d y  
o f f e r e d  s u g g e s t i o n s  o r  r ec o mme n d a t i o n s  f o r  " i m p r o v i n g "  m u n i c i p a l  
r e p o r t i n g  and d i s c l o s u r e  p r a c t i c e s .  Some o f  t h e s e  s t u d i e s  have  
i n h e r e n t  l i m i t a t i o n s ,  c o n t r a d i c t i o n s ,  and m e t h o d o l o g i c a l  w e a k n e s s e s  
wh i c h  wer e  d u l y  n o t e d  in  p r e v i o u s  p a g e s .  T h e r e f o r e ,  g i v e n  t h a t  
m u n i c i p a l  a c c o u n t i n g  i n f o r m a t i o n  i s  u s e f u l ,  t h e s e  s t u d i e s  s u g g e s t  
t h a t  a d d i t i o n a l  r e s e a r c h  i s  w a r r a n t e d  and n e c e s s a r y  in t h e  a r e a  o f  
m u n i c i p a l  d i s c l o s u r e .
Al l  o f  t h e  d i s c l o s u r e  s t u d i e s  p r e v i o u s l y  c i t e d  have one common­
a l i t y  p e r t a i n i n g  t o  t he  c o n c e p t  o f  d i s c l o s u r e .  They are  a l l  c o n ­
cerned w i t h  t he  adequacy o f  d i s c l o s u r e  in muni c i pal  f i n a n c i a l  s t a t e ­
ments .  A c u r s o r y  r e v i e w  o f  muni c i pa l  f i n a n c i a l  s t a t e me n t s  would tend  
t o  i n d i c a t e  t h a t  t h e  d e g r e e  o f  adequacy o f  d i s c l o s u r e  v a r i e s  from one  
muni c i pa l  r e por t  t o  a n o t h e r .  Th i s  v a r i a t i o n  in d i s c l o s u r e  c ou l d  be 
caus ed  by a myriad o f  f a c t o r s .  U n f o r t u n a t e l y ,  p r e v i o u s  s t u d i e s  have
o f f e r e d  s u g g e s t i o n s  f or  improving muni c i pa l  f i n a n c i a l  s t a t e m e n t s ,  but  
have f a i l e d  to a d d r e s s  t h e  q u e s t i o n  o f  what  f a c t o r s  a f f e c t  the  
adequacy o f  d i s c l o s u r e .  S u g g e s t i o n s  f o r  improvement in d i s c l o s u r e  
should be based upon an e mp i r i ca l  e xami nat i on  o f  t h e  e x t e n t  o f  
d i s c l o s u r e  in annual  r e p o r t s .  In t h i s  s t udy  t he  aut hor  d e f i n e s  t he  
" e x t e n t  o f  d i s c l o s u r e "  a s  t he  d e g r e e  t o  which a p a r t i c u l a r  us e r  
g r o u p ' s  needs  ar e  c u r r e n t l y  be i ng  met ,  and t he  term i s  not  synonymous  
wi t h  the  "adequacy o f  d i s c l o s u r e , "  s i n c e  t h e  adequacy o f  d i s c l o s u r e  
can o n l y  be judged in terms o f  (a)  what i n f or mat i on  i s  t o  be d i s ­
c l o s e d ,  (b) t o  whom i s  t h e  i n f or mat i on  d i r e c t e d ,  and (c)  what form 
shoul d the  d i s c l o s u r e  t a k e .  Rather ,  t h e  term " e x t e n t  o f  d i s c l o s u r e "  
s i g n i f i e s  a component pa r t  o f  ade quat e  d i s c l o s u r e ,  and i t s  d e t e r m i n a ­
t i o n  i s  a r e q u i s i t e  s t e p  in a d d r e s s i n g  t he  q u e s t i o n  o f  t h e  adequacy  
o f  d i s c l o s u r e  in muni c i pa l  annual  r e p o r t s .  The purpose  o f  t h i s  
s t u d y ,  t h e n ,  i s  t o  ( l )  examine  and measure a component par t  o f  
ade quat e  d i s c l o s u r e  ( i . e . ,  t he  e x t e n t  t o  which c e r t a i n  i n f or mat i on  
i tems are  p r e s e n t e d  in muni c i pa l  annual  r e p o r t s ) ,  and (2)  de t e r mi n e  
i f  a r e l a t i o n s h i p  e x i s t s  between t he  e x t e n t  o f  d i s c l o s u r e  and two 
muni c i pa l  c h a r a c t e r i s t i c s  ( t h e  c i t y ' s  a u d i t  s t a t u s  and i t s  s i z e ) .
Th i s  s tudy  s houl d p r o v i d e  some e mp i r i ca l  e v i d e n c e  r e gar d i ng  the  
adequacy o f  t he  c u r r e n t  f i n a n c i a l  s t a t e m e nt  d i s c l o s u r e  p r a c t i c e s  o f  
American c i t i e s  based upon t he  ne e ds  o f  a s e l e c t e d  group o f  u s e r s .  
Be f or e  changes  or  improvements  can be a d v o c a t ed ,  one must know what  
t he  " s t a t e  o f  t he  a r t "  i s  in terms o f  muni c i pa l  d i s c l o s u r e  n e e d s .  
Knowledge o f  t he  c u r r e n t  s t a t e  o f  d i s c l o s u r e  needs  and t h o s e  f a c t o r s  
( c h a r a c t e r i s t i c s )  t h a t  i n f l u e n c e  d i s c l o s u r e  d i f f e r e n c e s ,  i s  a
n e c e s s a r y  ( t h o u g h  n o t  s u f f i c i e n t )  s t e p  in i d e n t i f y i n g  wher e  concen  
t r a t e d  e f f o r t s  a r e  n e e de d  t o  improve  d i s c l o s u r e .
C H A P T E R  I I I
RESEARCH METHODOLOGY
F i n a n c i a l  r e p o r t i n g  in m u n i c i p a l  a nnua l  r e p o r t s  ha s  been c r i t i ­
c i z e d  on t h e  g r o u n d s  o f  i n a d e q u a t e  d i s c l o s u r e  o f  p e r t i n e n t  i n f o r m a ­
t i o n .  However ,  no o b j e c t i v e ,  u s e r - o r i e n t e d  e v i d e n c e  has  been o f f e r e d  
t o  s u p p o r t  o r  r e f u t e  t h e  c o n t e n t i o n  t h a t  m u n i c i p a l  r e p o r t i n g  i s  
i n a d e q u a t e .  T h e r e f o r e ,  t h e  p u r p o s e  o f  t h i s  s t u d y  i s  t w o f o l d .  F i r s t ,  
t o  exami ne  and m e a s u r e  a component  o f  a d e q u a t e  d i s c l o s u r e ,  t h a t  b e i n g  
t h e  e x t e n t  o f  d i s c l o s u r e  ( t h e  e x t e n t  t o  wh i ch  c e r t a i n  i n f o r m a t i o n  
i t ems  a r e  p r e s e n t e d  in m u n i c i p a l  a nnua l  r e p o r t s ) .  Se c ond ,  t o  d e t e r ­
mine  i f  a r e l a t i o n s h i p  e x i s t s  be t ween  t h e  e x t e n t  o f  d i s c l o s u r e  and 
two m u n i c i p a l  c h a r a c t e r i s t i c s  ( a u d i t  s t a t u s  and  c i t y  s i z e ) .
In t h i s  c h a p t e r  t h e  b a s i c  r e s e a r c h  d e s i g n  i s  d e s c r i b e d .  A 
d e s c r i p t i o n  o f  t h e  s a mp l e  c h o s e n  f o r  p a r t i c i p a t i o n  in t h e  s t u d y  i s  
p r e s e n t e d .  Ne x t ,  a d i s c u s s i o n  o f  t h e  form and c o n t e n t  o f  t h e  q u e s ­
t i o n n a i r e  u t i l i z e d  in t h e  s t u d y  f o l l o w s .  The r e s p o n s e s  t o  t h e  
q u e s t i o n n a i r e s  i n d i c a t e  t h e  r e l a t i v e  i m p o r t a n c e  o f  s e l e c t e d  i t e ms  o f  
d i s c l o s u r e  t o  t h e  p a r t i c i p a n t s .  The q u e s t i o n n a i r e  r e s p o n s e s  r e s u l t  
in a mean d i s c l o s u r e  s c o r i n g  s y s t e m  whi c h  i s  u t i l i z e d  in an e x a m i n a ­
t i o n  o f  a s a mpl e  o f  m u n i c i p a l  a n n u a l  r e p o r t s .  The p u r p o s e  o f  t h e  
e x a m i n a t i o n  i s  t o  a s c e r t a i n  t h e  e x t e n t  t o  wh i ch  t h e  q u e s t i o n n a i r e  
i t e ms  a r e  p r e s e n t e d  in t h e  s a mpl e  o f  a nnua l  r e p o r t s .  The sampl e  
c o n s i s t s  o f  two ma t c hed  s u b s a m p l e s  o f  a n n u a l  r e p o r t s  t h a t  were  e i t h e r  
a u d i t e d  o r  n o t  a u d i t e d  by an i n d e p e n d e n t  CPA. The r e p o r t s  were
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mat ched  on t h e  v a r i a b l e s  f i s c a l  y e a r - e n d ,  p o p u l a t i o n ,  and t o t a l  
bonded d e b t  and r e s u l t e d  in f o r t y - f i v e  mat ched  p a i r s .  Each r e p o r t  i s  
t h e n  exami ned  and s c o r e d  ba s ed  upon t h e  i n f o r m a t i o n  c o n t a i n e d  in t h e  
r e p o r t .  A d i s c u s s i o n  o f  t h e  s c o r e s  i s  f o l l o w e d  by an a n a l y s i s  t o  
d e t e r m i n e  w h e t h e r  t h e  s c o r e s  a r e  r e l a t e d  t o  two c i t y  c h a r a c t e r i s t i c s ,  
c i t y  s i z e  and a u d i t  s t a t u s  ( w h e t h e r  an a nnua l  r e p o r t  i s  a u d i t e d  by an 
i n d e p e n d e n t  CPA).
QUESTIONNAIRE DATA
P a r t i c i p a n t s  in t h e  S t udy
In F i n a n c i a l  A c c o u n t i n g  in N o n b u s i n e s s  O r g a n i z a t i o n s , Robe r t  N. 
Anthony d e s c r i b e s  f i v e  c l a s s e s  o f  e x t e r n a l  p a r t i e s  who have  an 
i n t e r e s t  in g e n e r a l - p u r p o s e  f i n a n c i a l  r e p o r t s  o f  m u n i c i p a l i t i e s :  1)
g o v e r n i n g  b o d i e s ,  who a r e  " r e s p o n s i b l e  f o r  s e t t i n g  p o l i c i e s  and 
o v e r s e e i n g  and a p p r a i s i n g  . . . mana ge me n t ; " ^  2) i n v e s t o r s  and 
c r e d i t o r s  ( t h e  f i n a n c i a l  c ommun i t y ) ;  3)  r e s o u r c e  p r o v i d e r s  ( dono r s  
and g r a n t o r s ,  e . g . ,  t h e  U n i t e d  Way, Community C h e s t ,  e t c . ) ;  A) 
o v e r s i g h t  b o d i e s  in t h e  fo rm o f  a g e n c i e s  o f  h i g h e r  l e v e l s  o f  g o v e r n -  
men t ;  and 5) c o n s t i t u e n t s ,  i . e . ,  t h e  g e n e r a l  t a x p a y i n g  p u b l i c .  In 
s e l e c t i n g  p o t e n t i a l  p a r t i c i p a n t s  f o r  t h i s  s t u d y ,  a s p e c i f i c  u s e r  
a p p r o a c h  was us e d  in an  a t t e m p t  t o  a s c e r t a i n  w h e t h e r  t h e  i n f o r m a t i o n
 ̂ Ro b e r t  N. An t h o n y ,  F i n a n c i a l  A c c o u n t i n g  in No n b u s i n e s s  
O r g a n i z a t i o n s  ( S t a m f o r d ,  Conn . :  F i n a n c i a l  A c c o u n t i n g  S t a n d a r d s  Boa r d ,  
1 9 7 8 ) ,  p.  A2.
2
Anthony,  p. A3.
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ne e ds  o f  a t  l e a s t  one  g r o u p  a r e  b e i n g  met  by g e n e r a l  p u r p o s e  m u n i c i ­
pal  f i n a n c i a l  s t a t e m e n t s .  T h e r e f o r e ,  t h e  f o c u s  o f  t h i s  s t u d y  was on 
t h e  f i n a n c i a l  communi ty .  S p e c i f i c a l l y ,  t h o s e  p a r t i c i p a n t s  in t h e  
m u n i c i p a l  bond m a r k e t ,  who i n c l u d e  what  Anthony c a l l s  " i n v e s t o r s  and 
c r e d i t o r s . "  Whi l e  t h e r e  i s  no u n i v e r s a l  a g r e e m e n t  o f  t h e  d e f i n i t i o n  
o f  i n v e s t o r s  and c r e d i t o r s ,  Ant hony n o t e s  t h a t
I n v e s t o r s  i n c l u d e  b o n d h o l d e r s  and p r o s p e c t i v e  b o n d h o l d e r s .  
C r e d i t o r s  a r e  commerc i a l  b a n k s ,  v e n d o r s ,  and o t h e r s  who 
have  e x t e n d e d  c r e d i t ,  o r  who a r e  c o n s i d e r i n g  t h e  e x t e n s i o n  
o f  c r e d i t ,  t o  t h e  o r g a n i z a t i o n .  They have  a p p r o x i m a t e l y  
t h e  same need f o r  f i n a n c i a l  i n f o r m a t i o n  in n o n b u s i n e s s  
o r g a n i z a t i o n s  a s  in b u s i n e s s  e n t e r p r i s e s ;  t h a t  i s ,  t h e y  
l o o k  t o  t h e  f i n a n c i a l  p o s i t i o n  o f  t h e  o r g a n i z a t i o n ,  i t s  
o p e r a t i n g  p e r f o r m a n c e ,  and  i t s  l i k e l y  s o u r c e s  and u s e s  o f  
f u n d s  a s  i n d i c a t i o n s  o f  t h e  p r o b a b i l i t y  t h a t  t h e  l oa n  w i l l  
be r e p a i d . 3
The p a r t i c i p a n t s  in t h i s  s t u d y  we r e  Un i t e d  S t a t e s  s e c u r i t i e s  
d e a l e r s  s p e c i a l i z i n g  in m u n i c i p a l  s e c u r i t i e s  who wer e  c h o s e n  f rom t h e  
S t a n d a r d  & P o o r ' s  d i r e c t o r y  S e c u r i t y  D e a l e r s  o f  Nor t h  A m e r i c a , s p r i n g  
e d i t i o n  o f  1980.  The d i r e c t o r y  l i s t e d  t h e  names o f  b r o k e r s ,  d e a l e r s ,  
u n d e r w r i t e r s ,  o r i g i n a t o r s ,  and  d i s t r i b u t o r s  who buy,  s e l l ,  and ho l d  
a l l  t y p e s  o f  s e c u r i t i e s  in N o r t h  Ame r i c a .  The r e  were  a t o t a l  o f  996 
s e c u r i t y  d e a l e r s  l i s t e d  in t h e  d i r e c t o r y  who met  t h i s  c r i t e r i o n .
Q u e s t i o n n a i r e  Deve l opment
The i n f o r m a t i o n  i t e ms  in t h e  q u e s t i o n n a i r e  r e l a t e d  t o  t h e  form and 
c o n t e n t  o f  m u n i c i p a l  a n n u a l  r e p o r t s .  The n a t u r e  o f  t h e  i t ems  was 
b o t h  q u a n t i t a t i v e  ( e . g . ,  t h e  amount  o f  a c c r u e d  v a c a t i o n  and s i c k
3
Anthony,  p.  b2.
p a y ) ,  and q u a l i t a t i v e  ( e . g . ,  e conomi c  t r e n d s  a f f e c t i n g  t h e  m u n i c i p a l ­
i t y ) ,  and some o f  t h e  i t e ms  r e l a t e d  t o  s p e c i f i c  f i n a n c i a l  s t a t e m e n t s  
( e . g . ,  b a l a n c e  s h e e t ,  s t a t e m e n t  o f  c a s h  r e c e i p t s  and d i s b u r s e m e n t s ) .
An e x t e n s i v e  r e v i e w  o f  t h e  a c c o u n t i n g  and m u n i c i p a l  f i n a n c e  
l i t e r a t u r e  was c o n d u c t e d  t o  d e t e r m i n e  wh i c h  i t e ms  c o u l d  be i n c l u d e d  
in t h e  l i s t .  To q u a l i f y ,  a p a r t i c u l a r  i t em had t o  be ;  a)  c u r r e n t l y  
d i s c l o s e d  in m u n i c i p a l  a nnua l  r e p o r t s ,  o r  b) have  been s u g g e s t e d  by 
v a r i o u s  a c c o u n t i n g  a n d / o r  m u n i c i p a l  f i n a n c e  a u t h o r s  f o r  d i s c l o s u r e .  
The s o u r c e s  o f  i n f o r m a t i o n  i n c l u d e d  p u b l i c a t i o n s  by t h e  AICPA, t h e  
AAA, t h e  MFOA, and o t h e r  i n t e r e s t e d  g r o u p s  s uc h  a s  p u b l i c  a c c o u n t i n g  
f i r m s .  A d d i t i o n a l l y ,  some i n f o r m a t i o n  i t e ms  wer e  g l e a n e d  f rom a 
r e v i e w  o f  t h e  a n n u a l  r e p o r t s  and o f f e r i n g  doc ume n t s  o f  s e v e r a l  l a r g e  
c i t i e s .  The f i n a l  form o f  t h e  q u e s t i o n n a i r e  i n c l u d e d  n i n e t y  i n f o r m a ­
t i o n  i t e ms  ( s e e  App e n d i x  A) .
I terns o f  I n f o r m a t i o n
QUESTIONNAIRE ITEMS RELATING TO THE FORM
OF MUNICIPAL FINANCIAL STATEMENTS
For  d i s c u s s i o n  p u r p o s e s ,  t h e  i t e ms  in t h e  q u e s t i o n n a i r e  have 
been r enumbered  f rom o n e  t o  n i n e t y  ( a s  oppos e d  t o  u s i n g  t h e  o r i g i n a l  
number i ng  f o r m a t  o f  t h e  q u e s t i o n n a i r e ) .  I n f o r m a t i o n  i t e ms  one  
t h r o u g h  t w e n t y - s i x  d e a l t  w i t h  t h e  form o f  m u n i c i p a l  f i n a n c i a l  s t a t e ­
m e n t s .  The v a r i o u s  t y p e s  o f  g o v e r n m e n t a l  b a l a n c e  s h e e t s ,  o p e r a t i n g  
s t a t e m e n t s ,  and a c c o u n t  g r o u p s  were  i n c l u d e d  a s  i t e ms  in t h i s  s e c t i o n  
o f  t h e  q u e s t i o n n a i r e .  The s e  t y p e s  o f  s t a t e m e n t s  a r e  e i t h e r  in t h e  
c ombi ne d ,  c o m b i n i n g ,  o r  i n d i v i d u a l  f und  f o r m a t .  The s e  i t e ms  a r e  
c u r r e n t l y  recommended by GAAFR a s  p a r t  o f  t h e  c o m p r e h e n s i v e  annua l
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f i n a n c i a l  r e p o r t  t o  be p u b l i s h e d  by m u n i c i p a l i t i e s ,  and t h e r e f o r e  a r e  
i n c l u d e d  in t h e  q u e s t i o n n a i r e .
C o n s o l i d a t e d  f i n a n c i a l  s t a t e m e n t s  d i f f e r  f rom combined s t a t e ­
ment s  in t h r e e  i m p o r t a n t  a s p e c t s .  F i r s t ,  u n l i k e  t h e  i n t e r c o mp a n y  
e l i m i n a t i o n s  a s s o c i a t e d  w i t h  c o n s o l i d a t e d  r e p o r t i n g ,  t o t a l  co lumns  
and i n t e r f u n d  e l i m i n a t i o n s  a r e  o p t i o n a l  in combined m u n i c i p a l  f i n a n ­
c i a l  r e p o r t i n g .  A d d i t i o n a l l y ,  t h e  p r e s e n t a t i o n  o f  t o t a l  co l umns  i s  
n o t  in c o n f o r m i t y  w i t h  GAAP. Se c ond ,  c o n s o l i d a t e d  s t a t e m e n t s  p r e s e n t  
a s i n g l e  b a l a n c e  f o r  e a c h  a c c o u n t  r e g a r d l e s s  o f  t h e  number  o f  e n t i ­
t i e s  i n v o l v e d .  In c o n t r a s t ,  combi ned  s t a t e m e n t s  p r o v i d e  a c c o u n t  
i n f o r m a t i o n  by f und  t y p e  and a c c o u n t  g r ou p  and a g g r e g a t i o n  o f  t h i s  
d a t a  i s  o p t i o n a l .  T h i r d ,  f o r  c o r p o r a t e  c o n s o l i d a t i o n  p u r p o s e s ,  t h e  
r e p o r t i n g  e n t i t y  i s  s p e c i f i c a l l y  d e f i n e d  by t h e  p r o v i s i o n s  o f  APB
it
O p i n i on  No. 19- The c r i t e r i a  u s e d  in d e t e r m i n i n g  t h e  p r o p e r  
combined r e p o r t i n g  e n t i t y  f o r  a g o v e r n m e n t a l  u n i t  i s  u n s p e c i f i e d  by 
GAAFR. S i n c e  s e v e r a l  w r i t e r s  ( e . g . ,  Coope r s  & Lybr a nd ,  Da v i ds o n ,  e t  
a l . ,  e t c . )  h o l d  t h e  v i ew  t h a t  m u n i c i p a l  g ov e r n m e n t s  s h o u l d  i s s u e  
c o n s o l i d a t e d  r a t h e r  t h a n  combi ned  o r  i n d i v i d u a l  fund  f i n a n c i a l  
s t a t e m e n t s ,  c e r t a i n  f o r ms  o f  c o n s o l i d a t e d  s t a t e m e n t s  were  l i s t e d  a s  
i n f o r m a t i o n  i t e ms  in t h e  q u e s t i o n n a i r e .
I t ems  t w e n t y - s e v e n  t h r o u g h  n i n e t y  r e l a t e  t o  t h e  c o n t e n t  ( r a t h e r  
t h a n  t h e  form)  o f  m u n i c i p a l  f i n a n c i a l  s t a t e m e n t s .  The c o n t e n t  
c a t e g o r i e s  i n c l u d e d  s u c h  i t e ms  a s  p r o p e r t y  t a x e s ,  i n v e s t m e n t s ,  bonds
ii
M a r t i n  A. M i l l e r ,  M i l l e r ' s  Compr ehe ns i ve  GAAP Guide  (New York:  
H a r c o u r t  B r a c e  J o v a n o v i c h ,  I n c . ,  1 9 8 2 ) ,  pp .  5 . 0 1 - 5 . 1 6 .
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p a y a b l e ,  p e n s i o n  i n f o r m a t i o n ,  r a t i o s ,  e t c .  I terns t w e n t y - s e v e n  
t h r o u g h  f o r t y - f o u r  wer e  c o n c e r n e d  w i t h  a m u n i c i p a l i t y ' s  a s s e t s ,  w h i l e  
f o r t y - f i v e  t h r o u g h  s i x t y - f o u r  we r e  r e l a t e d  t o  i t s  c u r r e n t  y e a r  d e b t  
and e q u i t y .  I terns s i x t y - f i v e  t h r o u g h  s e v e n t y - f i v e  p e r t a i n e d  t o  
s ummar i es  o f  h i s t o r i c a l  s t a t i s t i c a l  d a t a  ( e . g . ,  s p e c i a l  a s s e s s m e n t  
c o l l e c t i o n s  f o r  t h e  l a s t  t e n  y e a r s ) ,  w h i l e  i t e ms  s e v e n t y - s i x  t h r o u g h  
n i n e t y  r e l a t e d  t o  o t h e r  s u g g e s t e d  a c c ompa ny i ng  d i s c l o s u r e s  and 
m i s c e l l a n e o u s  economi c  d a t a  ( s u c h  a s  p o p u l a t i o n  and t r e n d s  a f f e c t i n g  
t h e  g o v e r n m e n t a l  u n i t ) .
QUESTIONNAIRE ITEMS RELATING TO A
MUNICIPALITY'S ASSETS
In a c r e d i t w o r t h i n e s s  e v a l u a t i o n ,  knowl edge  o f  a m u n i c i p a l i t y ' s  
a s s e t s  ( su c h  a s  p r o p e r t y  t a x e s ) ,  woul d  a p p e a r  t o  be o f  s i g n i f i c a n t  
i m p o r t a n c e .  The makeup o f  t h e  e n t i t y ' s  a s s e t s  i s  one  o f  t h e  f a c t o r s  
t o  be c o n s i d e r e d  in t h e  a s s e s s m e n t  o f  i t s  a b i l i t y  t o  s e r v i c e  o u t ­
s t a n d i n g  d e b t .  Many m u n i c i p a l i t i e s  r e l y  h e a v i l y  upon p r o p e r t y  t a x e s  
t o  f und  m u n i c i p a l  p r o g r a m s ,  pay  f o r  s e r v i c e s ,  and r e t i r e  d e b t .  A 
f u n c t i o n  o f  m u n i c i p a l  c r e d i t  a n a l y s i s  i s  t o  i d e n t i f y  t r e n d s  t h a t  
m i g h t  s u g g e s t  p o t e n t i a l  p r o b l e ms  in t h e  f i s c a l  s t a b i l i t y  o f  m u n i c i -  
p a l i t i e s .  Some i n d i c a t o r s  o f  f i s c a l  i n s t a b i l i t y  a r e :  a)  t h e  
d e c r e a s i n g  v a l u e  o f  t a x a b l e  p r o p e r t y ,  b) i n c r e a s i n g  amoun t s  o f  d e l i n ­
q u e n t  t a x e s ,  c)  i n c r e a s i n g  p r o p e r t y  t a x  r a t e s . ^  T h e r e f o r e ,  i t ems  
t w e n t y - s e v e n  t h r o u g h  t h i r t y - f o u r  d e a l t  w i t h  t h e  p r i m a r y  r e v e n u e
^ R o b e r t  Lamb and  S t e p h e n  P.  R a p p a p o r t ,  Mu n i c i p a l  Bonds (New 
York:  McGraw-Hi l l  Book C o . ,  1 9 8 0 ) ,  p .  112.
Lamb and Rappapor t ,  p.  112.
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s o u r c e  o f  p r o p e r t y  t a x e s .
Whi l e  p r o p e r t y  t a x  i n f o r m a t i o n  i s  r e a d i l y  f ound in a m u n i c i p a l  
a n n u a l  r e p o r t ,  p r e p a i d  e x p e n s e s  and i n v e n t o r i e s  a r e  n o t  u s u a l l y  
r e c o r d e d  a s  such  u n d e r  t h e  m o d i f i e d  a c c r u a l  b a s i s  o f  m u n i c i p a l  
a c c o u n t i n g .  However ,  t h e  p o s s i b i l i t y  e x i s t s  t h a t  t h e s e  i t e ms  mi gh t  
a f f e c t  c a s h  f l o w  and s h o r t - t e r m  f i n a n c i n g ,  and t h e r e f o r e  t h e s e  i t ems  
we r e  i n c l u d e d  in t h e  q u e s t i o n n a i r e .
O t h e r  i t e ms  i n c l u d e d  in t h i s  s e c t i o n  ( i t e m s  t w e n t y - s e v e n  t h r o u g h  
f o r t y - f o u r )  r e l a t e d  t o  i n f o r m a t i o n  c o n c e r n i n g  i n v e s t m e n t s ,  f i x e d  
a s s e t s ,  c a p i t a l  e x p e n d i t u r e s ,  and  r e s t r i c t i o n s  on a s s e t s .  The s e  
i t e ms  we r e  b e l i e v e d  t o  ha ve  some d e g r e e  o f  e x p e c t e d  i m p o r t a n c e  in a 
m u n i c i p a l  c r e d i t  a n a l y s i s .
QUESTIONNAIRE ITEMS RELATING TO A
MUNICIPALITY'S DEBT AND EQUITY
I n f o r m a t i o n  i t e ms  f o r t y - f i v e  t h r o u g h  s i x t y - t h r e e  r e l a t e d  t o  
d e b t ,  w h i l e  i t e m s i x t y - f o u r  d e a l t  w i t h  i n f o r m a t i o n  on r e s t r i c t i o n s  on 
an e n t i t y ' s  e q u i t y .  An a n a l y s t  would  mos t  l i k e l y  be  c o n c e r n e d  w i t h  
t h e  a b i l i t y  o f  an e n t i t y  t o  mee t  i t s  d e b t  o b l i g a t i o n s  on a t i m e l y  
b a s i s .  T h e r e f o r e ,  i n f o r m a t i o n  r e g a r d i n g  l e a s e ,  p e n s i o n ,  and v a c a t i o n  
and s i c k  pay o b l i g a t i o n s  would  be  o f  i n t e r e s t  t o  t h e  a n a l y s t .  Ad­
d i t i o n a l l y ,  bonds  p a y a b l e ,  t h e  r e l a t e d  i n t e r e s t  c h a r g e s ,  and bond 
r a t i n g  i n f o r m a t i o n  s h o u l d  a l s o  be i m p o r t a n t  in a s s e s s i n g  t h e  c r e d i t ­
w o r t h i n e s s  o f  a m u n i c i p a l i t y .
I terns f i f t y - t w o  t h r o u g h  s i x t y - t w o  c o v e r  i m p o r t a n t  s c h e d u l e s ,  
t a b l e s ,  and d e b t  r a t i o s  t h a t  a i d  in t h e  a n a l y s i s  o f  a m u n i c i p a l i t y ' s
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c r e d i t w o r t h i n e s s . ^  The s c h e d u l e s  i n c l u d e  i n f o r m a t i o n  on d e b t  l i m i t s ,  
d e b t  s e r v i c e  r e q u i r e m e n t s ,  d i r e c t  a nd  o v e r l a p p i n g  d e b t ,  and r ev e n u e  
bond c o v e r a g e ;  w h i l e  o t h e r  i t e ms  in t h i s  s e c t i o n  s p e c i f y  d e b t - r e l a t e d  
r a t i o s .  A r e v i e w  o f  t h e  m u n i c i p a l  f i n a n c e  l i t e r a t u r e  s u g g e s t s  t h a t  
t h e s e  r a t i o s  may be i m p o r t a n t  in t h e  d e t e r m i n a t i o n  o f  a m u n i c i p a l -
g
i t y ' s  bond and c r e d i t  r a t i n g .
QUESTIONNAIRE ITEMS RELATING TO 
HISTORICAL SUMMARIES
I n f o r m a t i o n  i t e ms  s i x t y - f i v e  t h r o u g h  s e v e n t y - f i v e  p e r t a i n  t o  
summary s t a t i s t i c a l  d a t a  ( u s u a l l y  p r e s e n t e d  f o r  t h e  p r e c e d i n g  t e n  
f i s c a l  y e a r s ) .  The s e  s t a t i s t i c a l  summar i e s  a r e  a l l  recommended f o r  
i n c l u s i o n  in m u n i c i p a l  a n n u a l  r e p o r t s  by t h e  1968 and  t h e  c u r r e n t
Q
GAAFR. The NCGA s t a t e s  t h a t  t h e  f o l l o w i n g  t a b l e s  ( i t e m s  s i x t y - f i v e  
t h r o u g h  s e v e n t y - f i v e ) ,  wh i ch  a r e  l a r g e l y  s e l f - e x p l a n a t o r y ,  a r e  
" e s s e n t i a l  t o  (an)  a d e q u a t e  and f u l l  u n d e r s t a n d i n g  o f  (a  m u n i c i p a l ­
i t y ' s )  f i n a n c i a l  a f f a i r s . " ^  The p r e s e n t a t i o n  o f  t h e s e  t a b l e s  o r
See f o r  e x a m p l e ,  Lamb and R a p p a p o r t ,  Mu n i c i p a l  B o n d s ; John E. 
P e t e r s e n ,  The R a t i n g  Game ( 1974 ;  r p t .  Mi l l wood ,  New York:  Kraus
R e p r i n t  C o . , 1 9 7 7 ) ;  a nd  t h e  Mu n i c i p a l  F i n a n c e  O f f i c e r s  A s s o c i a t i o n ,  
D i s c l o s u r e  G u i d e l i n e s  f o r  S t a t e  and Local  Gover nment s  ( C h i ca g o ,  111 . :  
Mu n i c i p a l  F i n a n c e  O f f i c e r s  A s s o c i a t i o n ,  1979 ) .
g
See Lamb and R a p p a p o r t ,  M u n i c i p a l  B o n d s , P e t e r s e n ,  The R a t i n g  
Game; and C i t y  F i n a n c i a l  E m e r g e n c i e s  ( n . p . :  A d v i s o r y  Commiss ion on
I n t e r g o v e r n m e n t a l  R e l a t i o n s ,  1 9 7 3 ) ;  and Me a s u r i n g  t h e  F i s c a l  "Bl ood 
P r e s s u r e "  o f  t h e  S t a t e s  ( n . p . :  A d v i s o r y  Commiss ion on I n t e r g o v e r n -
men t a l  R e l a t i o n s , '  1977)  •
9
Mu n i c i p a l  F i n a n c e  O f f i c e r s  A s s o c i a t i o n ,  GAAFR, 1980 e d . ,  p.  
31;  and  t h e  1968 e d .  o f  t h e  same t i t l e ,  pp .  1 1 4 - 1 1 5 .
^  Mu n i c i p a l  F i n a n c e  O f f i c e r s  A s s o c i a t i o n ,  GAAFR, 1968 e d . ,  p.
114.
summar i es  in m u n i c i p a l  a nnua l  r e p o r t s  i s  a l s o  e n d o r s e d  by t h e  MFOA in 
i t s  p u b l i c a t i o n  e n t i t l e d  D i s c l o s u r e  G u i d e l i n e s  f o r  S t a t e  and Local  
G o v e r n m e n t s . The summa r i e s  a r e  i m p o r t a n t  b e c a u s e  t h e y  can  be us e d  by 
a n a l y s t s  f o r  t r e n d  a n a l y s i s .  A d d i t i o n a l l y ,  some o f  t h e  t a b l e s  a r e  
p r e p a r e d  on a p e r  c a p i t a  b a s i s  wh i c h  a l l o w s  t h e  a n a l y s t  t o  compare 
d i f f e r e n t  m u n i c i p a l i t i e s .
QUESTIONNAIRE ITEMS RELATING TO OTHER
STATISTICAL DATA AND DISCLOSURES
Q u e s t i o n n a i r e  i t e ms  s e v e n t y - s i x  t h r o u g h  n i n e t y  r e l a t e d  t o  o t h e r  
m i s c e l l a n e o u s  s t a t i s t i c a l  d a t a  and ac compa ny i ng  d i s c l o s u r e s .  Some o f  
t h e  i t e m s  c o n c e r n e d  s c h e d u l e s  recommended by t h e  1968 e d i t i o n  o f  
GAAFR, e . g . ,  s c h e d u l e s  o f  i n s u r a n c e  in f o r c e  and s a l a r y  and s u r e t y  
bond i n f o r m a t i o n  on t h e  p r i n c i p a l  o f f i c e r s  o f  t h e  m u n i c i p a l i t y .
O t h e r  i t ems  wer e  more r e l a t e d  t o  t h e  e c onomi c  b a s e  o f  a m u n i c i p a l i t y .  
For  e x a mp l e ,  t h e  i t e ms  we r e  c o n c e r n e d  w i t h  i n f o r m a t i o n  r e g a r d i n g  
employment  mi x ,  l e a d i n g  e m p l o y e r s  and t a x p a y e r s ,  p o p u l a t i o n ,  and 
i n f o r m a t i o n  on e conomi c  i n f l u e n c e s  and t r e n d s  t h a t  m i g h t  a f f e c t  a 
m u n i c i p a l i t y .  The i n f o r m a t i o n  i t e ms  i n c l u d e d  in t h e  s e c t i o n  on 
a c compa ny i ng  d i s c l o s u r e s  were  GAAP- r e l a t e d  d i s c l o s u r e s  s uc h  a s :  a)  a
summary o f  s i g n i f i c a n t  a c c o u n t i n g  p o l i c i e s ,  b) t h e  p o l i c y  f o r  i n c l u ­
s i o n  o r  e x c l u s i o n  o f  u n i t s  o f  gove r nme n t  f o r  f i n a n c i a l  r e p o r t i n g  
p u r p o s e s  ( c o n s o l i d a t i o n  p o l i c y ) ,  a n d ,  c)  t h e  b a s i s  o r  b a s e s  o f  
a c c o u n t i n g  u s e d  by t h e  e n t i t y  t o  a c c o u n t  f o r  f i n a n c i a l  t r a n s a c t i o n s .  
A d d i t i o n a l l y ,  t h e  d i s c l o s u r e  o f  any  l a c k  o f  c o m p l i a n c e  w i t h  l e g a l  
p r o v i s i o n s  by t h e  e n t i t y  and a d e s c r i p t i o n  o f  m a t e r i a l  d i f f e r e n c e s  
be t we en  t h e  b u d g e t s  and t h e  a c t u a l  f i n a n c i a l  r e s u l t s  f o r  t h e  l a s t
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f i v e  f i s c a l  y e a r s  were  a l s o  i n c l u d e d  in t h i s  s e c t i o n .  The s e  i t ems  
were  i n c l u d e d  in t h e  q u e s t i o n n a i r e  b e c a u s e  o f  t h e  b e l i e f  t h a t  t h e i r  
d i s c l o s u r e  would a i d  an a n a l y s t  i n  h i s  o r  h e r  e v a l u a t i o n  o f  t h e  
c r e d i t w o r t h i n e s s  o f  a m u n i c i p a l i t y .
The Task
The q u e s t i o n n a i r e  a s k e d  r e s p o n d e n t s  t o  r a t e  e a c h  i t em on a s c a l e  
o f  z e r o  t o  f o u r .  A z e r o  would be a s s i g n e d  i f  t h e  i t em was o f  no 
i n f o r m a t i o n  v a l u e  ( u n i m p o r t a n t )  t o  t h e  r e s p o n d e n t  and s h o u l d  n o t  be 
i n c l u d e d  in t h e  a n n u a l  r e p o r t .  A f o u r  would be a s s i g n e d  i f  t h e  i t em 
was e s s e n t i a l  and t h e r e f o r e  s h o u l d  d e f i n i t e l y  a p p e a r  in t h e  annua l  
r e p o r t .  The v a l u e s  o n e ,  t wo,  and t h r e e  c o r r e s p o n d  t o  v a r y i n g  d e g r e e s  
o f  i m p o r t a n c e  be t ween  u n i m p o r t a n t  and  e s s e n t i a l .
Whether  t o  u s e  a t h r e e - p o i n t  s c a l e ,  f i v e - p o i n t  s c a l e ,  o r  a s c a l e  
w i t h  more p o i n t s ,  i s  a s u b j e c t  whi ch  has  l ong  been  d e b a t e d .  Emory
(1976)  n o t e s  t h a t  t h e r e  h a s  been
. . . l i t t l e  c o n c l u s i v e  s u p p o r t  f o r  a ny  p a r t i c u l a r  s c a l e
l e n g t h .  The a r g u m e n t  i s  t h a t  more p o i n t s  on a s c a l e  
p r o v i d e  an o p p o r t u n i t y  f o r  g r e a t e r  s e n s i t i v i t y  o f  m e a s u r e ­
men t .  However ,  t h e  mos t  w i d e l y  us e d  s c a l e s  r a n g e  f rom 
t h r e e  t o  s e ven  p o i n t s  and i t  d o e s  n o t  seem t o  make much 
d i f f e r e n c e  whi ch  number  i s  u s e d . ^
However ,  a r e v i e w  o f  t h e  l i t e r a t u r e  in t h i s  a r e a  s u p p o r t s  t h e  u s e  o f
^  W i l l i a m  Emory,  B u s i n e s s  R e s e a r c h  Methods  (Homewood, 111 . :  
R i c h a r d  D. I r w i n ,  I n c . ,  1 976 ) ,  p .  237-
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12a f i v e - p o i n t  s c a l e .  The work o f  L i s s i t z  and Green ( 1 9 7 5 ) ,  and
McKelvi e  ( 1 9 7 8 ) ,  a l s o  p r o v i d e  e v i d e n c e  s u p p o r t i n g  t h e  u s e  o f  t h i s
s c a l e .  L i s s i t z  and Gr e e n ,  w h i l e  a d v o c a t i n g  t h e  u s e  o f  a f i v e - p o i n t
s c a l e ,  a l s o  c o n c l u d e d  t h a t  t h e i r  s t u d y  r e s u l t s  showed " s t r o n g  s u p p o r t
13f o r  r e j e c t i o n  o f  7 p o i n t s  a s  an o p t i m a l  n u m b e r . "  In d i s c u s s i n g  t h e
f i v e - p o i n t  s c a l e  in t e r m s  o f  h i s  r e s e a r c h  r e s u l t s ,  McKelv i e  n o t e s
t h a t  "a  s m a l l e r  number  o f  c a t e g o r i e s  ( l e s s  t h a n  f i v e )  may r e s u l t  in a
l o s s  o f  d i s c r i m i n a t i n g  power  a nd  v a l i d i t y ,  and a l a r g e r  number  (more
1 4t h a n  f i v e )  c o n v e y s  no p s y c h o m e t r i c  a d v a n t a g e . "  Taken a s  a w h o l e ,  
t h e  r e s u l t s  o f  t h e s e  s t u d i e s  s u g g e s t  t h a t  t h e  u s e  o f  a f i v e - p o i n t  
s c a l e  would be a p p r o p r i a t e  f o r  t h i s  r e s e a r c h .
Pi l o t - t e s t
The q u e s t i o n n a i r e  was s e n t  t o  t e n  m u n i c i p a l  s e c u r i t y  d e a l e r s  in
12 See A. W. B e n d i g ,  "The R e l i a b i l i t y  o f  S e l f - R a t i n g s  a s  a 
F u n c t i o n  o f  t h e  Amount o f  Ver ba l  A n c h o r i n g  and o f  t h e  Number o f  
C a t e g o r i e s  on t h e  S c a l e , "  J o u r n a l  o f  A p p l i e d  P s y c h o l o g y , 37 ( 1 9 5 3 ) ,  
3 8 - 4 1 ;  A. W. Bendi g  and J .  B. Hughes ,  " E f f e c t  o f  Amount o f  Verba l  
An c h o r i n g  and Number o f  R a t i n g - S c a l e  C a t e g o r i e s  Upon T r a n s m i t t e d  
I n f o r m a t i o n , "  J o u r n a l  o f  A p p l i e d  P s y c h o l o g y , 37 ( 1 9 5 3 ) ,  8 7 _90;  W. R. 
G a r n e r ,  " R a t i n g  S c a l e s ,  D i s c r i m i n a b i 1 i t y , and I n f o r m a t i o n  T r a n s m i s ­
s i o n , "  P s y c h o l o g i c a l  Re v i e w, 67 ( 1 9 6 0 ) ,  3 4 3 - 3 5 2 ;  and R. H. F i n n ,  
" E f f e c t s  o f  Some V a r i a t i o n s  in R a t i n g  S c a l e  C h a r a c t e r i s t i c s  on t h e  
Means and  R e l i a b i l i t i e s  o f  R a t i n g , "  E d u c a t i o n a l  and P s y c h o l o g i c a l  
M e a s u r e m e n t , 32 ( 1 9 7 2 ) ,  2 5 5 - 2 6 5 ,  a l l  c i t e d  by S t u a r t  J .  McKel v i e ,  
" G r a p h i c  R a t i n g  S c a l e s  -  How Many C a t e g o r i e s , "  Bri  t i  sh  J o u r n a l  o f  
P s y c h o l o g y , 69 ( 1 9 7 8 ) ,  1 8 5 - 2 0 2 .  A l s o  s e e  Michae l  S.  M a t e l 1 and J a c o b  
J a c o b y ,  " I s  T h e r e  an  Opt imal  Number o f  A l t e r n a t i v e s  f o r  L i k e r t  S c a l e  
I t e ms?  S t udy  I : R e l i a b i l i t y  and V a l i d i t y , "  E d u c a t i o n a l  and P s y c h o ­
l o g i c a l  M e a s u r e m e n t , 31 ( 1 9 7 1 ) ,  6 5 7 - 6 7 4 ,  c i t e d  by R o b e r t  W. L i s s i t z  
and Samuel  B. Gr e e n ,  " E f f e c t  o f  t h e  Number o f  S c a l e  P o i n t s  on R e l i a ­
b i l i t y :  A Monte C a r l o  A p p r o a c h , "  J o u r n a l  o f  A p p l i e d  P s y c h o l o g y , 60
( 1 9 7 5 ) ,  1 0 - 13 .  
13 L i s s i t z  and  G r e e n ,  p .  13.
^  Mc Ke l v i e ,  p.  199*
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t h e  Baton Rouge a r e a .  T h r e e  q u e s t i o n n a i r e s  we r e  r e t u r n e d .  A few 
u n c l e a r  i n s t r u c t i o n s  and  wo r d i n g  o f  i t e ms  wer e  d i s c o v e r e d  and c o r ­
r e c t e d .  In a d d i t i o n ,  t h e  t e r m i n o l o g y  u s e d  was improved and  made 
c o n s i s t e n t  t h r o u g h o u t  t h e  q u e s t i o n n a i r e .  Time e s t i m a t e s  were  
o b t a i n e d  r a n g i n g  f rom f i f t e e n  t o  t w e n t y  m i n u t e s .
The Sur vey
A c o v e r  l e t t e r  ( s e e  Append i x  H ) , r e p r o d u c e d  on L o u i s i a n a  S t a t e  
U n i v e r s i t y  D e p a r t me n t  o f  A c c o u n t i n g  l e t t e r h e a d  p a p e r  and hand s i g n e d  
by t h e  a u t h o r ,  was i n c l u d e d  w i t h  e a c h  q u e s t i o n n a i r e .  The c o v e r  
l e t t e r  d e s c r i b e d  t h e  p u r p o s e  and i m p o r t a n c e  o f  t h e  p r o j e c t ,  t h a t  t h e  
t a s k  c o u l d  p r o v i d e  u s e f u l  i n f o r m a t i o n  f o r  s e t t i n g  m u n i c i p a l  
a c c o u n t i n g  p r i n c i p l e s ,  t h e  a p p r o x i m a t e  t i m e  r e q u i r e m e n t ,  and t h a t  t h e  
r e s p o n s e s  would  be t r e a t e d  in a c o n f i d e n t i a l  manne r .
The i n i t i a l  m a i l i n g  i n c l u d e d  996 q u e s t i o n n a i r e s .  A f t e r  f o u r  
we e k s ,  n i n e t y - e i g h t  q u e s t i o n n a i r e s  {S.8k%)  had been r e t u r n e d .  A 
s e cond  m a i l i n g  was c o n d u c t e d  wh i c h  r e s u l t e d  i n  an a d d i t i o n a l  e i g h t y -  
n i n e  r e s p o n s e s  b e i n g  r e c e i v e d  in t h e  n e x t  f o u r - w e e k  p e r i o d ,  b r i n g i n g  
t h e  o v e r a l l  r e s p o n s e  r a t e  t o  18.97%.  Two q u e s t i o n n a i r e s  were  
r e c e i v e d  a f t e r  t h e  c u t o f f  d a t e  and  wer e  n o t  i n c l u d e d  in t h e  a n a l y s i s .
C o n s i d e r a t i o n  o f  N o n r e s p o n s e  B i a s
N o n r e s p o n s e  b i a s  r e p r e s e n t s  a s e r i o u s  p r o b l e m in m a i l e d  q u e s ­
t i o n n a i r e  d e s i g n s .  In t h i s  s t u d y ,  t h e  r e p r e s e n t a t i v e n e s s  o f  t h e  
v o l u n t e e r  r e s p o n d e n t s  t o  t h e  t o t a l  p o p u l a t i o n  o f  m u n i c i p a l  s e c u r i t y  
d e a l e r s  may be q u e s t i o n e d  b e c a u s e  o f  t h e  l a r g e  n o n r e s p o n s e  r a t e  
( 81 . 03%) .
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Because  o f  the  high nonr e s pons e  r a t e ,  an e f f o r t  was made to  t e s t  
f o r  the  p o s s i b l e  e x i s t e n c e  o f  a nonr e s pons e  b i a s .  The t e s t  method 
u t i l i z e d  was handled in a manner s i m i l a r  t o  t h a t  s u g g e s t e d  by Oppen-  
heim,  which s t a t e s  t h a t  l a t e  v o l u n t e e r  r e s p o n s e s  may be used as  
s u b s t i t u t e s  f o r  n o n r e s p o n d e n t s . ^  S i n c e  t h e  r e turn  d a t e  o f  each  
q u e s t i o n n a i r e  was no t e d ,  a compari son c o u l d  have been made between  
e a r l y  and l a t e  v o l u n t e e r  r e s p o n s e s .  However,  as  s t a t e d ,  the  t e s t  
method u t i l i z e d  was s i m i l a r  t o  t h a t  s u g g e s t e d  by Oppenheim, i . e . ,  a 
mo d i f i e d  form (or e x t e n s i o n )  o f  t he  e a r l y - l a t e  t e s t  was us ed .  Thi s  
t e s t  depended on t he  i d e n t i f i c a t i o n  o f  survey  n o n r e s p o n d e n t s .  Each 
o f  t h e  q u e s t i o n n a i r e s  was coded to  f a c i l i t a t e  t h i s  i d e n t i f i c a t i o n  
p r o c e s s .  Approxi mate l y  f o r t y - f i v e  days  a f t e r  t he  q u e s t i o n n a i r e  
c u t o f f  d a t e ,  t he  aut hor  s e l e c t e d  a random sample o f  t h i r t y  s e c u r i t y  
d e a l e r s  from t he  i d e n t i f i e d  group o f  n o n r e s p o n d e n t s .  Each o f  the  
t h i r t y  nonr e s pondent s  was mai l e d  a copy o f  t he  q u e s t i o n n a i r e  by 
c e r t i f i e d  mail  and s i x  were  re t ur ne d  c omp l e t e d .
Next ,  a random sample o f  s i x  q u e s t i o n n a i r e s  was s e l e c t e d  from 
the  f i r s t  w e e k ' s  r e t u r n s .  Thi s  sample  was t o  be compared w i t h  the  
sample o f  s i x  n o n r e s p o n d e n t s .  A q u e s t i o n  a r o s e  as  to t he  a p p r o p r i a t e  
s t a t i s t i c a l  t e s t  to  be u s e d .  The u n d e r l y i n g  s c a l e  o f  the  q u e s t i o n ­
n a i r e  r e s p o n s e s  used in t h i s  s t u dy  was o r d i n a l  and t h e r e f o r e  non-
16par amet r i c  s t a t i s t i c a l  methods were used f o r  dat a  a n a l y s i s .  The
^  Abraham N. Oppenheim,  Q u e s t i o n n a i r e  Des i gn and A t t i t u d e  
Measurement (New York: B a s i c  Books,  I n c . ,  1966) ,  p.  3k.
16 See the  S t a t i s t i c a l  Te s t  s e c t i o n  in t h i s  c h a p t e r  f o r  a 
d i s c u s s i o n  o f  t h i s  m a t t e r .
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two s a mp l e s  o f  s i x  q u e s t i o n n a i r e s  e a c h  were  t h e n  compared  on a
q u e s t i o n - b y - q u e s t i o n  b a s i s .  Tha t  i s ,  t h e  r e s p o n s e s  t o  e a c h  o f  t h e
n i n e t y  i t ems  f rom t h e  two s a m p l e s  wer e  s t a t i s t i c a l l y  compared u s i n g
t h e  Kolmogorov-Smi  r nov  t w o - s a m p l e  t e s t . ^  T h i s  t e s t  i s  u s e d  when a t
l e a s t  o r d i n a l  mea s u r eme n t  i s  a c h i e v e d  and was c h o s e n  b e c a u s e  i t  " i s
s e n s i t i v e  t o  any  k i nd  o f  d i f f e r e n c e  in t h e  d i s t r i b u t i o n s  f rom whi ch
t h e  two s a mp l e s  were  drawn -  d i f f e r e n c e s  in l o c a t i o n  ( c e n t r a l  t e n d -
18e n c y ) , in d i s p e r s i o n ,  in s k e w n e s s ,  e t c . "  The n u l l  h y p o t h e s i s  was
t h a t  o f  no d i f f e r e n c e  in t h e  d i s t r i b u t i o n s  o f  r e s p o n s e s  t o  t h e  n i n e t y
q u e s t i o n s  o f  t h e  two s a m p l e s .  The h y p o t h e s i s  was f o r m a l l y  s t a t e d  a s :
H : T h e r e  i s  no d i f f e r e n c e  in t h e  d i s t r i b u t i o n  o f  q u e s t i o n
0 r e s p o n s e s  o f  t h e  f i r s t  week ( e a r l y )  r e s p o n d e n t s  and 
t h e  l a t e  r e s p o n d e n t s .
The Kol mogorov-Smi rnov t w o - s a m p l e  t e s t  f o c u s e s  on t h e  t e s t  s t a t i s t i c
D = maximum S (X) -  S (X)
n l n2
f o r  a t w o - t a i l e d  t e s t ,  whe r e  Sn (X) = t h e  o b s e r v e d  c u m u l a t i v e  s t e p
f u n c t i o n  o f  one  o f  t h e  s a m p l e s ,  i . e . ,  S (X) = K / n . , where  K = t h e
n 1
number  o f  s c o r e s  e qua l  t o  o r  l e s s  t h a n  X and  = t h e  number  o f
o b s e r v a t i o n s  in s a mpl e  o n e .  S (X) = t h e  o b s e r v e d  c u m u l a t i v e  s t e p
n2
f u n c t i o n  o f  t h e  s e c o n d  s a m p l e ,  i . e . ,  Sn (X) = K / ^  and n^ = t h e
19^number  o f  o b s e r v a t i o n s  i n  s a mp l e  two.
^  For  more i n f o r m a t i o n  s e e  Wayne W. D a n i e l ,  A p p l i e d  Nonpa r a -  
m e t r i c  S t a t i s t i c s  ( B o s t o n ,  M a s s . :  Houghton Mi f f 1 in Company,  1 9 7 8 ) ,  
pp .  2 7 6 - 2 8 4 .
18 S i d n e y  S i e g e l ,  N o n p a r a m e t r i c  S t a t i s t i c s  f o r  t h e  B e h a v i o r a l  
S c i e n c e s  (New York:  McGraw-Hi11 Co. ,  I n c . , 1 9 5 6 ) ,  p.  127.
^  S i e g e l , p.  128.
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An a n a l y s i s  o f  t h e  r e s u l t s  i n d i c a t e d  t h a t  e i g h t y - f o u r  (93%) o f  
t he  t e s t s  f a i l e d  t o  p r o d u c e  a p v a l u e  o f  0 . 1 8  o r  l e s s .  E x a mi n a t i o n  
o f  t he  o t h e r  s i x  t e s t s  d i d  n o t  i n d i c a t e  t h e  p r e s e n c e  o f  a b i a s  in 
t e r ms  o f  t he  t e s t  s t a t i s t i c s .  T h e r e f o r e ,  t h e  n u l l  h y p o t h e s i s  was no t  
r e j e c t e d .
A d d i t i o n a l l y ,  t h e  same h y p o t h e s i s  was t e s t e d  u s i n g  two s a mp l e s  
c o n s i s t i n g  o f  t h e  i n d i v i d u a l s  r e s p o n d i n g  t o  t h e  f i r s t  and second 
m a i l i n g s  o f  t h e  q u e s t i o n n a i r e .  The Kol mogorov-Smi rnov t wo- s a mp l e  
t e s t  was a g a i n  u s e d .  E x a m i n a t i o n  o f  t h e  n i n e t y  t e s t s  r e v e a l e d  t h a t  
e i g h t y - s i x  (36%) o f  t h e  t e s t s  d i d  n o t  r e s u l t  in a p v a l u e  o f  0 . 1 5  o r  
l e s s .  The n u l l  h y p o t h e s i s  was a g a i n  n o t  r e j e c t e d .  The s e  r e s u l t s  
t en d e d  t o  i n d i c a t e  t h e  l a c k  o f  a m a t e r i a l  n o n r e s p o n s e  b i a s .
C o n s i d e r a t i o n  o f  C o n s i s t e n c y  o f  Re s pons e s
and Q u e s t i o n n a i r e  R e l i a b i l i t y
Becaus e  o f  t h e  l e n g t h  and t h e  f o r m a t  o f  t h e  q u e s t i o n n a i r e ,  
c e r t a i n  p r ob l e ms  a s s o c i a t e d  w i t h  q u e s t i o n n a i r e  d e s i g n s  such  a s  
r e s p o n s e  s t y l e ,  l e f t - h a n d  b i a s ,  e t c . ,  c o u l d  n o t  be a d d r e s s e d .
However ,  two d i f f e r e n t l y  worded s t a t e m e n t s  a s k i n g  f o r  an o p i n i o n  on 
t h e  same i t e m o f  i n f o r m a t i o n  we r e  i n c l u d e d  in t h e  s u r v e y  t o  s e e  i f  
r e s p o n s e s  t o  t h e  i t e m we r e  c o n s i s t e n t .  O p t i m a l l y ,  more t h a n  one  
q u e s t i o n  c o u l d  have  been u s e d  t o  e v a l u a t e  r e s p o n s e  c o n s i s t e n c y .  
However ,  t h e  l i t e r a t u r e  d o e s  n o t  s p e c i f y  a minimum o r  maximum number  
o f  q u e s t i o n s  t h a t  s h o u l d  be us e d  t o  a c h i e v e  t h i s  g o a l .  A l s o ,  t h e  
c h e c k  n o r m a l l y  u t i l i z e d  i s  t o  p r e s e n t  one  s t a t e m e n t  and i t s  l o g i c a l  
n e g a t i v e .  The f o r m a t  o f  t h e  q u e s t i o n n a i r e  d i c t a t e d  t h a t  t h i s  c o u l d  
n o t  be done .  T h e r e f o r e ,  t h e  same i t e m had t o  be p r e s e n t e d  t w i c e  by
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u s i n g  a d i f f e r e n t l y  worded d e s c r i p t i o n  o f  t h e  i t e m.  I f  more t ha n  one  
q u e s t i o n  was used  a s  a c o n s i s t e n c y  c h e c k ,  t h e  p o s s i b i l i t y  e x i s t e d  
t h a t  some r e s p o n d e n t s  m i g h t  have  more e a s i l y  r e c o g n i z e d  t h e  r e d u n d a n t  
q u e s t i o n s .  The r e c o g n i t i o n  o f  t h e s e  q u e s t i o n s  m i g h t  t he n  have  had an 
u n f a v o r a b l e  i mpac t  on t h e  r e s p o n d e n t ,  p o s s i b l y  r e s u l t i n g  in a n o n ­
r e s p o n s e .  I n t e r e s t i n g l y ,  s e v e r a l  r e s p o n d e n t s  d i d  r e c o g n i z e  t h e  two 
s i m i l a r l y  worded s t a t e m e n t s  in t h e  q u e s t i o n n a i r e  and i n d i c a t e d  t h i s  
f a c t  on t h e  q u e s t i o n n a i r e . A n o t h e r  p r o b l e m f ound in u t i l i z i n g  more 
t han  one  c o n s i s t e n c y  c h e c k  was t h e  f a c t  t h a t  i t  was d i f f i c u l t  t o  
d i s g u i s e  by r e w o r d i n g  a g r e a t  many o f  t h e  i n f o r m a t i o n  i t e m s .
I terns f i f t y - e i g h t  a nd  s i x t y - t w o  were  c ho s e n  f o r  t h e  r e s p o n s e  
c o n s i s t e n c y  c h e c k .  The c l o s e n e s s  o f  t h e s e  i t e ms  was n e c e s s i t a t e d  by 
t h e i r  p r e s e n t a t i o n  in t h e  d e b t  and  e q u i t y  i n f o r m a t i o n  s e c t i o n  o f  t h e  
q u e s t i o n n a i r e .  The d i s t r i b u t i o n s  o f  t h e  r e s p o n s e s  t o  t h e  two s t a t e ­
men t s  a r e  p r e s e n t e d  in T a b l e  3*1.
TABLE 3-1 
CONSISTENCY OF SURVEY RESPONSES
Un i mpor -  
t a n t
SI i g h t l y  
Un i mpor ­
t a n t
M o d e r a t e l y  
Un i mpor ­
t a n t
Very
I mpor ­
t a n t
E s s e n -  
t  i a l
S t a t e m e n t  58:
Debt  a s  a p e r c e n t a g e  
o f  t o t a l  e s t i m a t e d  
t r u e  v a l u a t i o n  o f  
t a x a b l e  r e a l  p r o p e r t y  
in t h e  e n t i t y . 0.5% 0.5% 11.3% 18.7% 69.0%
S t a t e m e n t  62:  
R a t i o  o f  d e b t  t o  
a c t u a l  v a l u a t i o n 1.6% z.n 7 M 21.9% 66.8%
...... .............
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Al t h o u g h  t h e  d i s t r i b u t i o n s  o f  t h e s e  two s t a t e m e n t s  a r e  n o t  i d e n t i c a l ,
t h e y  do t e n d  t o  i n d i c a t e  t h a t  t h e  r e s p o n d e n t s  we r e  r e f l e c t i n g
c o n s i s t e n t  o p i n i o n s  r a t h e r  t h a n  m e r e l y  a s s i g n i n g  random v a l u e s  t o  t h e
i t e m s .  To s u p p o r t  t h i s  s t a t e m e n t ,  t h e  d i s t r i b u t i o n s  o f  t h e  r e s p o n s e s
t o  t h e  two s t a t e m e n t s  w e r e  s t a t i s t i c a l l y  compared  u s i n g  t h e
20Kolmogorov- Smi r nov  t w o - t a i l e d  t e s t .  The n u l l  h y p o t h e s i s  was t h a t  
o f  no d i f f e r e n c e  in t h e  d i s t r i b u t i o n  o f  r e s p o n s e s  t o  t h e  two q u e s ­
t i o n s .  The r e s u l t i n g  t e s t  s t a t i s t i c  (D = 2) was n o t  s i g n i f i c a n t  a t  
t h e  0 . 0 5  p r o b a b i l i t y  l e v e l  wh i ch  s u p p o r t s  t h e  n u l l  h y p o t h e s i s  o f  no 
d i f f e r e n c e .
The a f o r e m e n t i o n e d  p r o c e d u r e s  w e r e  p e r f o r m e d  in an a t t e m p t  t o  
a s c e r t a i n  t h e  r e s p o n s e  c o n s i s t e n c y  o f  t h e  q u e s t i o n n a i r e .  A d d i t i o n a l ­
l y ,  an i n t e r n a l  c o n s i s t e n c y  r e l i a b i l i t y  c o e f f i c i e n t  (oC) was computed
22on t h e  s u r v e y  r e s p o n s e s  u s i n g  p r o c e d u r e s  s u g g e s t e d  by Cr onba c h .  
C r o n b a c h ' s  a l p h a  y i e l d s  a r e l i a b i l i t y  e s t i m a t e  ba s ed  on t h e  homo­
g e n e i t y  ( i n t e r n a l  c o n s i s t e n c y ) ,  o r  amount  o f  c o r r e l a t i o n ,  be tween  t h e  





See D a n i e l ,  pp .  2 7 6 - 2 8 4 .
21 D a n i e l , p .  4 6 4 .
22 See C r o n b a c h ,  L. J .  " C o e f f i c i e n t  Al pha  and t h e  I n t e r n a l  
S t r u c t u r e  o f  T e s t s , "  P s y c h o m e t r i k a  16 ( 1 9 5 1 ) ,  2 97 - 3 3 4 .
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wher e  K = number  o f  i t e ms  on t h e  t e s t ;  s i s  t h e  v a r i a n c e  o f  t h e  
2t o t a l  t e s t ;  and s .  i s  t h e  sum o f  t h e  v a r i a n c e s  o f  i n d i v i d u a l  i t e m s .  
C o e f f i c i e n t  a l p h a  c a l c u l a t e d  f o r  t h e  q u e s t i o n n a i r e  r e s p o n s e s  in t h i s  
s t u d y  was 0 . 9 5 -  T h i s  v a l u e  i n d i c a t e s  a h i g h  d e g r e e  o f  i n t e r n a l  
c o n s i s t e n c y  r e l i a b i l i t y  f o r  t h e  q u e s t i o n n a i r e  u s e d  and  s u p p o r t s  t h e  
ho m o g e n e i t y  o f  q u e s t i o n n a i r e  i t e m s .
R e l a t i v e  I m p o r t a n t  S c o r e s
The q u e s t i o n n a i r e  r e s p o n s e s  we r e  u s e d  t o  comput e  a mean s c o r e  
f o r  e a c h  o f  t h e  i n f o r m a t i o n  i t e m s .  The mean f o r  a g i v e n  i t em was 
c a l c u l a t e d  by summing t h e  i n t e g e r  v a l u e s  a s s i g n e d  by t h e  r e s p o n d e n t s  
and  d i v i d i n g  t h a t  sum by t h e  t o t a l  number  o f  r e s p o n d e n t s  f o r  t h a t  
i t e m.  T h i s  p r o c e s s  r e s u l t e d  in a mean s c o r e  f o r  e a c h  i t em r a n g i n g  
f rom z e r o  t o  f o u r .  The mean f o r  a p a r t i c u l a r  i t e m was i t s  r e l a t i v e  
i m p o r t a n c e  s c o r e .  The h i g h e r  t h e  mean s c o r e ,  t h e  g r e a t e r  was i t s  
p r esumed  i m p o r t a n c e  t o  t h e  r e s p o n d e n t s .  C o n v e r s e l y ,  l ower  mean 
s c o r e s  i n d i c a t e d  a l e s s e r  d e g r e e  o f  i m p o r t a n c e  t o  t h e  r e s p o n d e n t s .
(An e x a m i n a t i o n  o f  t h e  d i s t r i b u t i o n  o f  t h e  r e s p o n s e s  d i d  n o t  r e v e a l  
t h e  p r e s e n c e  o f  e x t r e m e  s c o r e s . )  A d d i t i o n a l l y ,  a s t a n d a r d  d e v i a t i o n  
was c a l c u l a t e d  f o r  e a c h  o f  t h e  i n f o r m a t i o n  i t e m s .  The s t a n d a r d  
d e v i a t i o n s  r e f l e c t e d  t h e  v a r i a b i l i t y  by t h e  r e s p o n d e n t s  a s  t o  t h e  
r e l a t i v e  i m p o r t a n c e  o f  e a c h  o f  t h e  i n f o r m a t i o n  i t e m s .  The l a r g e r  
( s m a l l e r )  t h e  s t a n d a r d  d e v i a t i o n  f o r  an i t e m ,  t h e  g r e a t e r  ( l e s s e r )  
t h e  v a r i a b i l i t y  in r e s p o n d e n t  i m p o r t a n c e  s c o r e s  f o r  t h a t  i t e m.  The 
comput ed  s t a n d a r d  d e v i a t i o n  was n o t  u s e d  in t h e  a n a l y s i s  o f  t h e  
a n n u a l  r e p o r t  s a m p l e ,  b u t  was u s e d  f o r  t h e  d i s c u s s i o n  o f  some o f  t h e
104
i n d i v i d u a l  d i s c l o s u r e  i t e m s .
ANNUAL REPORT DISCLOSURE EVALUATION
The p u r p o s e  o f  t h e  q u e s t i o n n a i r e  was t o  g a t h e r  t h e  v i ews  o f  a 
s e l e c t e d  g r oup  o f  r e s p o n d e n t s  a s  t o  t h e  i m p o r t a n c e  o f  c e r t a i n  
m u n i c i p a l  a nnua l  r e p o r t  i n f o r m a t i o n  i t e m s .  The r e s p o n s e s  t o  t h e  
q u e s t i o n n a i r e  we r e  t h e n  u t i l i z e d  t o  a c c o m p l i s h  one  p u r p o s e  o f  t h e  
s t u d y ,  i . e . ,  t h e  e x a m i n a t i o n  and  mea s u r eme n t  o f  t h e  c u r r e n t  s t a t e  o f  
r e p o r t i n g  and d i s c l o s u r e  in a s a mpl e  o f  m u n i c i p a l  a n n u a l  r e p o r t s .
The s e cond  p u r p o s e  o f  t h e  s t u d y  was t o  e xa mi ne  t h e  r e l a t i o n s h i p  o f  
two c i t y  v a r i a b l e s  ( a u d i t  s t a t u s  a nd  c i t y  s i z e )  t o  t h e  m e a s u r e  o f  
d i s c l o s u r e  f ound  in t h a t  s a mp l e  o f  m u n i c i p a l  a n n u a l  r e p o r t s .
Sample S e l e c t i o n
The a nnua l  r e p o r t  s a mp l e  was s e l e c t e d  f rom c i t i e s  l i s t e d  in C i t y  
Government  F i n a n c e s  ( U.S.  Bureau  o f  t h e  C e n s u s ) .  T h i s  p u b l i c a t i o n  
l i s t e d  f i n a n c i a l  s t a t i s t i c s  f o r  403 c i t i e s  h a v i n g  5 0 , 0 0 0  i n h a b i t a n t s  
o r  more in 1975.  T h i s  c r e a t e d  a m i n o r  p r o b l e m s i n c e  t h e  a n a l y s i s  
r e q u i r e d  t h a t  t h e  mos t  c u r r e n t  a n n u a l  r e p o r t  be o b t a i n e d  f rom t h e  
c i t i e s  in t h e  s a m p l e .  T h e r e f o r e ,  t h e  c i t i e s  w i t h  a p o p u l a t i o n  o f  
5 0 , 0 0 0  and g r e a t e r  would  have  t o  be i d e n t i f i e d  a s  o f  1979- 80 .  T h i s  
was done  by e x a mi n i n g  t h e  " S u r v e y  o f  Buying Power"  i s s u e  o f  S a l e s  and 
M a r k e t i n g  Management  f o r  J u l y ,  1980.  The i s s u e  l i s t e d  p o p u l a t i o n  
e s t i m a t e s  a s  o f  December ,  1979.  E x a m i n a t i o n  o f  t h i s  p u b l i c a t i o n  
r e s u l t e d  in t h e  a d d i t i o n  o f  t h i r t y - e i g h t  c i t i e s  t o  b r i n g  t h e  c i t y  
t o t a i  t o  441 .
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The r e s e a r c h  m e t h o d o l o g y  c a l l e d  f o r  c a t e g o r i z i n g  t h e  4^1 c i t i e s  
i n t o  two s u b s a m p l e s .  One s u b s a mp l e  c o n s i s t e d  o f  c i t i e s  t h a t  i s s u e d  
an a u d i t e d  a nnua l  r e p o r t ,  and  t h e  s econd  c o n s i s t e d  o f  c i t i e s  t h a t  
i s s u e d  a r e p o r t  whi ch  was n o t  a u d i t e d  ( i . e . ,  an a u d i t  o p i n i o n  was n o t  
i n c l u d e d  in t h e  r e p o r t ) .  A f t e r  t h e  two s u b s am p l e s  wer e  i d e n t i f i e d ,  
m a t c h i n g  v a r i a b l e  i n f o r m a t i o n  was o b t a i n e d  f o r  e a c h  c i t y  in t h e  
s u b s a m p l e s .  Ne x t ,  t h e  a u d i t e d  and  n o t  a u d i t e d  c i t i e s  were  m a t c h e d .  
Annual  r e p o r t s  wer e  t h e n  o b t a i n e d  f rom o n l y  t h e  c i t i e s  t h a t  were  
m a t c h e d .
The p u r p o s e  o f  t h e  m a t c h i n g  was t o  i s o l a t e  t h e  e f f e c t  o f  a u d i t  
s t a t u s  on t h e  e x t e n t  o f  d i s c l o s u r e  and a l s o  t o  s e p a r a t e  t h e  a u d i t  
s t a t u s  e f f e c t  f rom t h e  c i t y  s i z e  e f f e c t .  The p r i n c i p a l  o b j e c t i v e  o f  
t h i s  m a t c h i n g  p r o c e s s  t h e n  was t o  c r e a t e  a s i t u a t i o n  wher e  a ny  d i f ­
f e r e n c e  in t h e  d i s c l o s u r e  s c o r e s  o f  t h e  s u b s a m p l e s  o f  a u d i t e d  and no t  
a u d i t e d  r e p o r t s  c o u l d  be  a t t r i b u t e d  t o  t h e  e f f e c t  o f  a u d i t  s t a t u s .
The s u b s a m p l e s  o f  c i t i e s  we r e  mat ched  on t h e  v a r i a b l e s  f i s c a l  y e a r -  
e n d ,  p o p u l a t i o n ,  and t o t a l  bonded d e b t .  Tha t  i s ,  b a s e d  on t h e  t h r e e  
m a t c h i n g  v a r i a b l e s ,  an a t t e m p t  was made t o  p a i r  an a u d i t e d  c i t y  
a n n u a l  r e p o r t  w i t h  a c i t y  a n n u a l  r e p o r t  t h a t  was n o t  a u d i t e d .
Ma t c h i ng  V a r i a b l e s
FISCAL YEAR-END
The p a i r s  o f  c i t y  a n n u a l  r e p o r t s  we r e  ma t c hed  on t h e  v a r i a b l e  
f i s c a l  y e a r - e n d .  T h i s  v a r i a b l e  was c h o s e n  b e c a u s e  t h e  p o s s i b i l i t y  
e x i s t s  t h a t  t h e  e x t e n t  o f  d i s c l o s u r e  i n  a c i t y  a nnua l  r e p o r t  may v a r y  
o v e r  t i m e .  T h i s  a s s u m p t i o n  a p p e a r s  e s p e c i a l l y  v a l i d  s i n c e  t h e  r e c e n t
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f o c u s  on m u n i c i p a l  d i s c l o s u r e  by g o v e r n m e n t a l  and  p r o f e s s i o n a l  
a c c o u n t i n g  o r g a n i z a t i o n s  may have  i n c r e a s e d  ( o r  in some c a s e s  
d e c r e a s e d ) ,  d i s c l o s u r e  in c e r t a i n  a r e a s .  For  e x a m p l e ,  p u b l i c a t i o n  by 
t h e  MFOA o f  D i s c l o s u r e  G u i d e l i n e s  f o r  O f f e r i n g s  o f  S e c u r i t i e s  by 
S t a t e  and Local  Gover nment s  ( 1 9 7 6 ) ,  D i s c l o s u r e  G u i d e l i n e s  f o r  S t a t e  
and Local  Government s  ( 1 9 7 9 ) ,  and t h e  r e l e a s e  o f  S t a t e m e n t  1: 
Gover nment a l  A c c o u n t i n g  and F i n a n c i a l  R e p o r t i n g  P r i n c i p l e s  ( 1 9 7 9 ) ,  
m i g h t  have  had an impac t  on t h e  d i s c l o s u r e  p r a c t i c e s  o f  c i t i e s .
Given a d i s t i n c t  i mpac t  p e r i o d  common t o  b o t h  members  o f  a p a i r ,  t h e  
m a t c h i n g  p r o c e s s  h o l d s  c o n s t a n t  t h e  t i m i n g  o f  t h e  impac t  o f  t h e  two 
m u n i c i p a l i t i e s '  y e a r - e n d  d i s c l o s u r e s  a t  a p o i n t  in t i m e .
POPULATION
The c i t y  a n n u a l  r e p o r t  s u b s a m p l e s  wer e  a l s o  mat ched  on t h e  
v a r i a b l e  p o p u l a t i o n .  P o p u l a t i o n ,  a s  a s u r r o g a t e  f o r  c i t y  s i z e ,  was 
c h o s e n  a s  a s t a n d a r d i z a t i o n  v a r i a b l e  b e c a u s e  o f  i t s  i n t u i t i v e  a p p e a l .  
The amount  o f  r e s o u r c e s  n e c e s s a r y  t o  p r o v i d e  b a s i c  s e r v i c e s  t o  a 
p a r t i c u l a r  c i t y  may be i n f l u e n c e d  by t h e  s i z e  ( i n  t e r ms  o f  p o p u l a ­
t i o n )  o f  t h a t  c i t y .  In t u r n ,  t h e  p o s s i b i l i t y  e x i s t s  t h a t  t h e  e x t e n t  
o f  d i s c l o s u r e  in a c i t y ' s  a n n u a l  r e p o r t  c o u l d  v a r y  d e p e n d i n g  upon t h e  
l e v e l  o f  r e s o u r c e s  r e q u i r e d  by a c i t y  a t  a ny  p a r t i c u l a r  p o i n t  in 
t i m e .  Tha t  i s ,  c i t y  s i z e  may a f f e c t  f u n d i n g  l e v e l s  wh i ch  in t u r n  
i n f l u e n c e s  t h e  demand f o r  a n n u a l  r e p o r t s .  T o t a l  b ud g e t e d  g e n e r a l  
r e v e n u e s  o r  " f u n d i n g  l e v e l s "  may a l s o  be a s u r r o g a t e  f o r  c i t y  s i z e .  
T h e r e f o r e ,  i t s  u s e  a s  a  s t a n d a r d i z a t i o n  v a r i a b l e  was c o n s i d e r e d .  
However ,  due  t o  i t s  u n a v a i l a b i l i t y ,  p o p u l a t i o n  was u s e d  i n s t e a d  a s  a
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s u r r o g a t e  f o r  c i t y  s i z e .  Baron f ound  a s i g n i f i c a n t  p o s i t i v e  r e l a ­
t i o n s h i p  be tween c i t y  s i z e  ( a s  me a s u r e d  by p o p u l a t i o n ) ,  and t h e
23
number  o f  c i t y  annua l  r e p o r t s  p u b l i s h e d  and d i s t r i b u t e d .  He
a t t r i b u t e d  h i s  f i n d i n g  t o  t h e  f a c t  t h a t  l a r g e r  c i t i e s  have  g r e a t e r
numbers  o f  p o t e n t i a l  u s e r s  in t h e  form o f  i n v e s t o r s ,  c r e d i t o r s ,  t a x -  
24p a y e r s ,  e t c .  T h i s  s u g g e s t s  t h a t  l a r g e r  c i t i e s  may ha ve  a g r e a t e r
demand f a c t o r  whi ch  m i g h t  c r e a t e  a p r e s s u r e  f o r  t h e  c i t y  t o  p r o v i d e  a
more c o mp r e h e n s i v e  and i n f o r m a t i v e  a nnua l  r e p o r t .  In o t h e r  wo r d s ,
c i t y  s i z e  a f f e c t s  t h e  demand f o r  a c i t y ' s  a n n u a l  r e p o r t .  Then t h e
p o s s i b i l i t y  e x i s t s  t h a t  t h e  e x t e n t  o f  d i s c l o s u r e  in an  a nnua l  r e p o r t
c o u l d  be i n f l u e n c e d  by t h e  demand f o r  t h a t  r e p o r t .  To be a d m i t t e d  t o
t h e  s a mp l e ,  t h e  p o p u l a t i o n  o f  t h e  s m a l l e r  p a i r - m e mb e r  had t o  be e qua l
t o  o r  g r e a t e r  t h a n  80 p e r c e n t  o f  t h e  p o p u l a t i o n  f i g u r e  o f  t h e  l a r g e r
p a i r - m e mb e r .  E i g h t y  p e r c e n t  was s e l e c t e d  b e c a u s e  t h e  v a r i a b l e  popu-
o c
l a t i o n  c o u l d  n o t  be p r e c i s e l y  (100 p e r c e n t )  ma t c h e d .  The u s e  o f  a 
h i g h e r  p e r c e n t a g e  would ha ve  r e s u l t e d  in a v e r y  s ma l l  s a mp l e  o f  
ma t ched  c i t i e s .
TOTAL BONDED DEBT
T o t a l  bonded d e b t  c a n  be t h o u g h t  o f  a s  o n e  i n d i c a t o r  o f
23 C. David Ba r on ,  "The  D i s t r i b u t i o n  and  T i m e l i n e s s  o f  t h e  
Annual  Mun i c i pa l  F i n a n c i a l  R e p o r t , "  Working p a p e r ,  1978,  p.  25 .
24 Ba r on ,  p .  25 .
25 The s e l e c t i o n  o f  80 p e r c e n t  was c h o s e n  a r b i t r a r i l y .  In a 
s t u d y  by Buzby he c h o s e  90 p e r c e n t  a s  h i s  c r i t e r i o n  f o r  m a t c h i n g  p u r ­
p o s e s .  See S t e p h e n  L. Buzby,  "Company S i z e ,  L i s t e d  Ve r s u s  U n l i s t e d  
S t o c k s ,  and t h e  E x t e n t  o f  F i n a n c i a l  D i s c l o s u r e , "  J o u r n a l  o f  A c c o u n t ­
ing R e s e a r c h , 13 ( 1 9 7 5 ) ,  16-37-
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f i n a n c i a l  r i s k .  Al l  t h i n g s  b e i n g  e q u a l ,  t h e  g r e a t e r  t h e  amount  o f  
c i t y  bonded d e b t  o u t s t a n d i n g ,  t h e  g r e a t e r  t h e  r i s k  a s s o c i a t e d  w i t h  
t h a t  d e b t .  The d i s c l o s u r e  o f  d e b t  r e l a t e d  i n f o r m a t i o n  ( e . g . ,  t h o s e  
i t e ms  t h a t  a f f e c t  a c i t y ' s  s o l v e n c y ) ,  c o u l d  q u i t e  p o s s i b l y  v a r y  
d e p e n d i n g  upon t h e  s i z e  o f  a c i t y ' s  bonded d e b t  o u t s t a n d i n g .  For  
t h i s  r e a s o n ,  t o t a l  bonded d e b t  was c h o s e n  a s  a m a t c h i n g  v a r i a b l e .  As 
w i t h  t h e  v a r i a b l e  p o p u l a t i o n ,  a d m i s s i o n  t o  t h e  s a mp l e  was c o n t i n g e n t  
upon t h e  t o t a l  bonded d e b t  o f  t h e  s m a l l e r  p a i r - m e mb e r  b e i n g  g r e a t e r  
t h a n  o r  e q u a l  t o  80 p e r c e n t  o f  t h e  t o t a l  bonded d e b t  f i g u r e  o f  t h e  
l a r g e r  p a i r - m e m b e r .
O t h e r  c i t y  c h a r a c t e r i s t i c s  c o u l d  have  been us e d  a s  s t a n d a r d i z a ­
t i o n  v a r i a b l e s  i n c l u d i n g  a)  t o t a l  d e b t ,  b) t o t a l  a s s e s s e d  o r  a c t u a l  
v a l u e  o f  p r o p e r t y ,  c)  b u d g e t e d  c a p i t a l  e x p e n d i t u r e s ,  d) t o t a l  b u d g e t ­
ed r e v e n u e s ,  e t c .  However ,  t h e  i n c l u s i o n  o f  a d d i t i o n a l  s t a n d a r d i z a ­
t i o n  v a r i a b l e s  would have  s e v e r e l y  r e d u c e d  t h e  s a mpl e  o f  c i t i e s  t h a t  
c o u l d  have  been m a t c h e d .
Examini ng  and M e a s u r i n g  t h e  E x t e n t  o f  D i s c l o s u r e
The q u e s t i o n n a i r e  c o n s i s t e d  o f  n i n e t y  i n f o r m a t i o n  i t e ms .  S i x  o f  
t h e s e  i t e ms  r e l a t e d  t o  c o n s o l i d a t e d  f i n a n c i a l  s t a t e m e n t s  (whi ch  a l o n e  
do n o t  mee t  t h e  GAAP r e q u i r e m e n t s  f o r  f a i r  f i n a n c i a l  s t a t e m e n t  
p r e s e n t a t i o n ) ,  and one  i t e m whi ch  was u s e d  a s  a c o n s i s t e n c y  c h e c k  on 
a n o t h e r  i n f o r m a t i o n  i t e m .  The s e  s e v e n  i t e ms  wer e  n o t  u s e d  in t h e  
a n a l y s i s  a n d ,  t h e r e f o r e ,  in e x a mi n i n g  and m e a s u r i n g  t h e  e x t e n t  o f  
d i s c l o s u r e ,  t h e  r e m a i n i n g  e i g h t y - t h r e e  i t e ms  were  u s e d  t o  s c o r e  t h e  
s ampl e  o f  a n n u a l  r e p o r t s .  Each c i t y ' s  a nnua l  r e p o r t  was exami ned  t o  
d e t e r m i n e  w h e t h e r  t h e  i n f o r m a t i o n  i t e ms  were  p r e s e n t e d  o r  no t
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p r e s e n t e d ,  and t h e n  a p p r o p r i a t e l y  s c o r e d .
I tem S c o r i n g
A w o r k s h e e t  c o n s i s t i n g  o f  a l i s t i n g  o f  t h e  e i g h t y - t h r e e  i n f o r m a ­
t i o n  i t ems  was p r e p a r e d  t o  m e a s u r e  t h e  e x t e n t  o f  d i s c l o s u r e  in t h e  
s ampl e  o f  a n n u a l  r e p o r t s .  One w o r k s h e e t  was c o m p l e t e d  f o r  e a c h  o f  
t h e  a n n u a l  r e p o r t s  in t h e  s a m p l e .
The f i r s t  c a t e g o r y  r e p r e s e n t e d  t h o s e  i t e ms  t h a t  wer e  d i s t i n c t  
p i e c e s  o f  i n f o r m a t i o n  ( i . e . ,  s e l f - c o n t a i n e d  w i t h o u t  s u b e l e m e n t s ) .  For  
e x a mp l e ,  a combi ned  b a l a n c e  s h e e t  f o r  a l l  f u n d s  ( i t e m  one )  was deemed 
t o  be a s e l f - c o n t a i n e d  i t e m.  T h i s  i t e m a p p e a r e d  in t h e  w o r k s h e e t  a s :  
ITEM REQUIRED ACTUAL
1. A combi ned  b a l a n c e  s h e e t  f o r  a l l  f u n d s .  ( 3 - 18 )  3 - 18  _____
I f  t h e  a n n u a l  r e p o r t  i n c l u d e d  a combi ned  b a l a n c e  s h e e t  f o r  a l l  f u n d s ,  
i t s  r e p o r t  w o r k s h e e t  was c r e d i t e d  f o r  t h e  i t e m ' s  r e l a t i v e  i m p o r t a n c e  
s c o r e  ( 3 - 1 8 )  e s t a b l i s h e d  f rom t h e  q u e s t i o n n a i r e  r e s p o n s e s .  A z e r o  
was r e c o r d e d  on t h e  w o r k s h e e t  i f  a combi ned  b a l a n c e  s h e e t  was n o t  
p r e s e n t e d  in t h e  a n n u a l  r e p o r t .
The s e cond  c a t e g o r y  c o n s i s t e d  o f  c e r t a i n  i t e ms  t h a t  c o u l d  have  
been d i s c l o s e d  in v a r y i n g  d e g r e e s  o f  d e t a i l .  For  e x a mp l e ,  i t em 
f o r t y - s e v e n  r e l a t e d  t o  a c c r u e d  v a c a t i o n  and  s i c k  pay .  I f  a c i t y ' s  
a n n u a l  r e p o r t  d i s c l o s e d  a c c r u e d  v a c a t i o n  and  s i c k  pay in d o l l a r s ,  t h e  
c i t y ' s  a nnua l  r e p o r t  w o r k s h e e t  r e c e i v e d  f u l l  c r e d i t  ( 1 . 9 7 ) ;  however ,  
i f  t h e  c i t y ' s  a n n u a l  r e p o r t  m e r e l y  n o t e d  t h e  f a c t  t h a t  a c c r u e d  
v a c a t i o n  and s i c k  pay e x i s t e d  b u t  d i d  n o t  show an a moun t ,  t h e  
r e p o r t ' s  w o r k s h e e t  woul d  ha ve  r e c e i v e d  h a l f  c r e d i t  ( 0 . 9 8 5 ) .  I f  t h e  
i t e m was n o t  i n c l u d e d  in t h e  a n n u a l  r e p o r t  a z e r o  would have  been
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r e c o r d e d .  T h i s  i t e m was l i s t e d  in t h e  w o r k s h e e t  a s  f o l l o w s :
ITEM REQUIRED ACTUAL
k l . I n f o r m a t i o n  p e r t a i n i n g  t o  a c c r u e d  v a c a t i o n  and 
s i c k  pay .  ( 1 . 9 7 )
a .  D o l l a r  amount  ( 1 . 9 7 ) ;  o r ,  _____
b.  Gene r a l  comment  ( 0 . 9 8 5 ) . _____________________________________ _____
T o t a l  1 . 97  _
An exampl e  ( t a k e n  f rom o n e  o f  t h e  a nnua l  r e p o r t s  in t h e  s ampl e )  o f  an 
i t em whi c h  would have  r e c e i v e d  f u l l  c r e d i t  o f  1 . 97  was :
NOTE 1
Employee V a c a t i o n  and  S i c k  Leave -  The C i t y  p r o v i d e s  f o r  
v a c a t i o n  and s i c k  l e a v e  f rom a p p r o p r i a t i o n s  d u r i n g  t h e  y e a r  
in wh i c h  t h e  t i me  o f f  i s  t a k e n  o r  becomes p a y a b l e .  The 
amount  o f  u n r e c o r d e d  e mp l oye e  b e n e f i t s  a t  J u n e  3 0 ,  1979 i s  
a p p r o x i m a t e l y  $ 2 7 , 5 ^ 7 , 0 0 0 .  Of t h i s  a moun t ,  $ 6 , 5 6 4 , 0 0 0  r e p r e ­
s e n t s  v a c a t i o n  w h i c h ,  i f  n o t  t a k e n  by t h e  e mp l o y e e ,  would be 
p a y a b l e  upon s e p a r a t i o n  f rom t h e  C i t y .  The r e m a i n i n g  
$ 2 0 , 9 8 3 , 0 0 0  r e p r e s e n t s  unus e d  s i c k  l e a v e  e a r n e d  by e mp l oye e s  
h i r e d  p r i o r  t o  J u l y  1,  1975,  w h i c h ,  i f  n o t  t a k e n  by t h e s e  
e m p l o y e e s ,  would be p a y a b l e  upon s e p a r a t i o n  u n d e r  t h e  f o l l o w ­
ing c o n d i t i o n s :  (1)  50% o f  t h e  e m p l o y e e ' s  a c c r u e d  amount ,
r e g a r d l e s s  o f  l e n g t h  o f  s e r v i c e ,  upon r e t i r e m e n t  o r  d e a t h ,  o r  
(2) 25% o f  t h e  e m p l o y e e ' s  a c c r u e d  amoun t ,  a f t e r  f i v e  y e a r s  o f  
s e r v i c e ,  upon r e s i g n a t i o n .  Employees  h i r e d  a f t e r  J u l y  1,
1975 a r e  n o t  e l i g i b l e  f o r  t h e  f o r e g o i n g  s i c k  l e a v e  pa y me n t s ;  
such  e mp l o y e e s  o n l y  r e c e i v e  s i c k  l e a v e  c o m p e n s a t i o n  in t h e  
e v e n t  o f  i l l  n e s s .
And an exampl e  o f  a d i s c l o s u r e  wh i ch  r e c e i v e d  o n l y  o n e - h a l f  c r e d i t
w a s :
NOTE 10 -  VACATION AND SICK LEAVE
C i t y  e mp l o y e e s  g e n e r a l l y  e a r n  v a c a t i o n  l e a v e  and s i c k  l e a v e  
a t  t h e  r a t e  o f  one  day  o f  e a c h  p e r  month .  V a c a t i o n  and 
s i c k  l e a v e  a c c u m u l a t e s  on a m o n t h l y  b a s i s  and i s  f u l l y  
v e s t e d  when e a r n e d .  Ac c u mu l a t e d  v a c a t i o n  l e a v e  c a n n o t  
e x c e e d  t h i r t y  d a y s  a t  t h e  end o f  any  y e a r  and any l e a v e  in 
e x c e s s  o f  t h i s  amount  i s  t r a n s f e r r e d  t o  s i c k  l e a v e  on which 
t h e r e  i s  no l i m i t a t i o n  a s  t o  a c c u m u l a t e d  a m o u n t s .  F i f t y  
p e r c e n t  o f  unus e d  s i c k  l e a v e  p l u s  any  a c c u m u l a t e d  v a c a t i o n  
l e a v e  i s  p a i d  a t  r e t i r e m e n t  o r  d e a t h .
The c o s t s  r e l a t e d  t o  a c c u m u l a t e d  unus ed  v a c a t i o n  and  s i c k
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l e a v e  a r e  r e c o r d e d  in t h e  p e r i o d  p a i d .  A c c o r d i n g l y ,  such  
u n p a i d  amount s  have  n o t  been r e f l e c t e d  a s  l i a b i l i t i e s  o r  
e x p e n d i t u r e s  in t h e  a c compa ny i ng  f i n a n c i a l  s t a t e m e n t s  and t h e  
C i t y ' s  a c c o u n t i n g  r e c o r d s  do n o t  p e r m i t  a p r a c t i c a l  d e t e r m i ­
n a t i o n  o f  t h e  v e s t e d  and  u n p a i d  b a l a n c e  a t  J une  30 ,  1979-
The i t e ms  i n c l u d e d  in t h e  t h i r d  c a t e g o r y  c o n s i s t e d  o f  i t e ms  t h a t  
c o u l d  have  been d i s c l o s e d  in t e r ms  o f  s u b e l e m e n t s  o f  i n f o r m a t i o n .
The i d e n t i f i c a t i o n  o f  t h e s e  s u b e l e m e n t s  r e s u l t e d  f rom a r e v i e w  o f  t h e  
a c c o u n t i n g  and m u n i c i p a l  f i n a n c e  l i t e r a t u r e  and an e x a m i n a t i o n  o f  
a c t u a l  m u n i c i p a l  a nnua l  r e p o r t s .  No a t t e m p t  was made t o  l i s t  e v e r y  
p o s s i b l e  s u b e l e m e n t .  R a t h e r ,  j udgme n t  was u s e d  in s e l e c t i n g  t h e  mos t  
i m p o r t a n t  o n e s .  I tern f o r t y - s i x ,  i n f o r m a t i o n  r e l a t i n g  t o  a g o v e r n ­
men t a l  u n i t ' s  p e n s i o n  p l a n ,  was an  e xa mpl e  o f  an  i t e m whi ch  c o u l d  be 
b r oken  down i n t o  s u b e l e m e n t s .  T h i s  p e n s i o n  i n f o r m a t i o n  c o u l d  have  
been p r e s e n t e d  in an  a n n u a l  r e p o r t  in t h e  f o l l o w i n g  manne r :  1)
e x i s t e n c e  o f ,  and e mp l o y e e s  c o v e r e d  by v a r i o u s  p l a n s ;  2) d e s c r i p t i o n  
o f  a c c o u n t i n g  and f u n d i n g  p o l i c i e s ;  3) c u r r e n t  p r o v i s i o n  f o r  p e n s i o n
c o s t ;  and k)  t h e  r e l a t i o n s h i p  be t we en  a c t u a r i a l l y  computed v e s t e d
2 ̂
b e n e f i t s  and t h e  p e n s i o n  f u n d .  The maximum s c o r e  f o r  t h i s  i t em was 
3 . 2 7  a s s u m i n g  t h a t  a l l  f o u r  s u b e l e m e n t s  were  p r e s e n t e d .  P a r t i a l  
c r e d i t  was c a l c u l a t e d  by d i v i d i n g  t h e  maximum s c o r e  ( 3 . 2 7 )  by f o u r  
and  c r e d i t i n g  t h e  w o r k s h e e t  on t h e  b a s i s  o f  w h e t h e r  a l l  o r  o n l y  a 
p a r t  o f  t h e  i n f o r m a t i o n  was p r e s e n t e d  in t h e  a n n u a l  r e p o r t .  I f  o n l y  
one  s u b e l e m e n t  was p r e s e n t e d ,  s u c h  a s  t h e  c u r r e n t  p r o v i s i o n  f o r  
p e n s i o n  c o s t ,  t h e  w o r k s h e e t  f o r  t h a t  a nnua l  r e p o r t  would be c r e d i t e d  
f o r  o n e - f o u r t h  o f  3 . 2 7  o r  0 . 8 1 7 5 .  The i t e m was l i s t e d  in t h e  work-
o £
M i l l e r ,  p.  3 1 . 1 3 “3 1 . lA .
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s h e e t  a s  f o l l o w s :
ITEM REQUIRED ACTUAL
4 6 .  I n f o r m a t i o n  p e r t a i n i n g  t o  g o v e r n m e n t a l  u n i t ' s  
p e n s i o n  p l a n .  (3 *2 7 )
a .  Employee g r o u p s  c o v e r e d  ( 0 . 8 1 7 5 ) ____________________________ _____
b.  A c c o u n t i n g  and f u n d i n g  p o l i c y  ( 0 . 8 1 7 5 ) __________________________
c .  C u r r e n t  p r o v i s i o n  f o r  p e n s i o n  c o s t  ( 0 . 8 1 7 5 ) ______________ _____
d .  R e l a t i o n s h i p  o f  f u n d e d  t o  v e s t e d  b e n e f i t s
( 0 . 81 7 5 )  _____
To t a l  3 . 2 7
An e xa mpl e  o f  a f o o t n o t e  wh i c h  d i d  n o t  d i s c l o s e  a l l  o f  t h e  f o u r  s u b ­
e l e m e n t s  ( t h e  r e l a t i o n s h i p  o f  f un d e d  t o  v e s t e d  b e n e f i t s  was o m i t t e d )  
f o l l o w s :
NOTE G ~ P e n s i o n  P l a n
S u b s t a n t i a l l y  a l l  o f  t h e  C i t y ' s  e mp l oy e e s  a r e  c o v e r e d  
by a c o n t r i b u t o r y  p e n s i o n  p l a n .  The p e n s i o n  p l a n  i s  
o r g a n i z e d  on a s t a t e w i d e  b a s i s ,  i s  o p e r a t e d  by a s e p a r a t e  
c e n t r a l  a g e n c y  and  c o v e r s  e mp l oy e e s  o f  many s t a t e  and l o c a l  
g o v e r n m e n t a l  u n i t s .
The C i t y ' s  p o l i c y  i s  t o  f und  p e n s i o n  c o s t s  a c c r u e d  in 
t h e  c u r r e n t  y e a r .  P e n s i o n  e x p e n s e  f o r  t h e  y e a r  ended  June  
30 ,  1979 was a p p r o x i m a t e l y  $842,573* Under  t h e  f o r m u l a  
method u t i l i z e d  t o  fund  t h e  C i t y ' s  p e n s i o n  c o s t s ,  a p p r o x i ­
m a t e l y  2.5% o f  t h e  a nnua l  c o n t r i b u t i o n  r e p r e s e n t s  a m o r t i z a ­
t i o n  o f  e m p l o y e e s '  p r i o r  s e r v i c e  c o s t s  whi ch  i s  b e i n g  
f unded  o v e r  a 3 0 - y e a r  p e r i o d  t o  December  31 ,  2000.
The e x c e s s  ( o r  d e f i c i e n c y )  o f  t h e  a c t u a r i a l l y  computed 
v a l u e  o f  v e s t e d  b e n e f i t s  o v e r  t h e  p e n s i o n  fund  a s s e t s  was 
n o t  a v a i l a b l e  a s  o f  J une  3 0 ,  1979-
The w o r k s h e e t  f o r  t h i s  a n n u a l  r e p o r t  was c r e d i t e d  f o r  2 . 4 5  ( 0 . 8 1 7 5  x 
3 ) .
Appendix B p r o v i d e s  a d d i t i o n a l  i n f o r ma t i o n  on the  t h r e e  i nforma­
t i o n  i tem c a t e g o r i e s .  S p e c i f i c a l l y ,  t he  i tems in each c a t e g o r y  are  
l i s t e d  a l o n g  wi t h  t h e i r  s ube l e me nt s  (where a p p r o p r i a t e ) .
One s h o u l d  n o t e  t h a t  t h e  s c o r i n g  o f  c a t e g o r y  two and t h r e e  i t ems
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( t o  a s c e r t a i n  w h e t h e r  t h e  i t e ms  w e r e  p r e s e n t e d  o r  n o t  p r e s e n t e d  in an 
a nnua l  r e p o r t )  was s u b j e c t i v e .  The a u t h o r ' s  i n t e r p r e t a t i o n s  may n o t  
have  mat ched  t h o s e  o f  t h e  r e s p o n d e n t s  had t h e y  s c o r e d  t h e  r e p o r t s  
t h e m s e l v e s .  A d d i t i o n a l l y ,  t h e  r e s p o n d e n t s '  p e r c e p t i o n s  o f  some o f  
t h e  d i s c l o s u r e  i t e ms  in t h e  q u e s t i o n n a i r e  may n o t  ha ve  been t h e  same 
a s  t h o s e  o f  t h e  a u t h o r .  For  e x a m p l e ,  i t em f o r t y - s i x  in t h e  q u e s t i o n ­
n a i r e  was l i s t e d  s i m p l y  a s  p e n s i o n  p l a n  i n f o r m a t i o n  (no s u b e l e m e n t s ) .  
The i t em was b r o k e n  down i n t o  s u b e l e m e n t s  o n l y  f o r  t h e  p u r p o s e  o f  
s c o r i n g  t h e  a n n u a l  r e p o r t  s a m p l e .  The i m p l i c i t  a s s u m p t i o n  was t h a t  
t h e  r e s p o n d e n t s  d e s i r e d  t h i s  e x t e n t  o f  d i s c l o s u r e ,  when in f a c t ,  t h e y  
may n o t  have  r a n k e d  some o f  t h e s e  s u b e l e m e n t s  a s  i m p o r t a n t l y  i f  t h e y  
had been d e t a i l e d  in t h e  q u e s t i o n n a i r e .  T h e r e f o r e ,  t h e  p o s s i b l e  
e f f e c t  would have  been t o  u n n e c e s s a r i l y  r e d u c e  t h e  s c o r e  f o r  a c i t y  
in t h e  a n n u a l  r e p o r t  s a mp l e  i f  a s u b e l e m e n t  was n o t  d i s c l o s e d .  The 
l i s t i n g  o f  a l l  t h e  v a r i o u s  s u b e l e m e n t s  f o r  e a c h  o f  t h e  n i n e t e e n  i t e ms  
i n c l u d e d  in c a t e g o r i e s  two and t h r e e  would  have  made t h e  q u e s t i o n ­
n a i r e  u n r e a s o n a b l y  l o n g  and q u i t e  p o s s i b l y  c o u l d  have  r e s u l t e d  in a 
l owe r  r e s p o n s e  r a t e  t h a n  t h a t  a c h i e v e d .
Annual  R e p o r t  S c o r i n g
T a b l e  3 . 2  w i l l  be u s e d  in t h e  f o l l o w i n g  d i s c u s s i o n  r e g a r d i n g  t h e  
s c o r i n g  o f  i n d i v i d u a l  a n n u a l  r e p o r t s .  T h i s  t a b l e  d e t a i l s  t h e  s c o r i n g  
f o r  t h e  a n n u a l  r e p o r t  o f  P h o e n i x ,  A r i z o n a .  T h r e e  s c o r e s  a r e  c a l c u ­
l a t e d  f o r  e a c h  a n n u a l  r e p o r t .  The f i r s t  s c o r e  m e a s u r e s  t h e  maximum 
amount  o f  i n f o r m a t i o n  t h a t  c o u l d  be d i s c l o s e d  by a c i t y  in i t s  a nnua l  
r e p o r t  bas ed  on t h e  q u e s t i o n n a i r e  i n f o r m a t i o n  i t e ms  a p p l i c a b l e  t o  


























Structure of General-Purpose Financial Statements
I. Form of Financial Statements 
7T. Balance Sheets
A combined balance sheet for all funds. 3-18
Combining balance sheets for all funds of each type • 2.39
Individual balance sheets for each fund and account group. 2.68
B. Operating Statements 
Governmental Funds
A combined statement of revenues, expenditures, and changes In
fund balance for all governmental fund types. 2 .8*1
Combining statements of governmental fund revenues,
expenditures, and changes In fund balance by fund type. ‘ 2.50
A combined statement of revenues, expenditures, and changes In 
fund balances - budget and actual - for the general and special 
revenue fund types. 2 . 78
Individual statements of revenues, expenditures, and changes in
fund balance for each fund. 2.81
A combined statement of cash receipts and disbursements for all 
funds. 2 . 5**
A combined statement of general governmental revenues - general
and special revenue funds. 2 . 53
A combined statement of general governmental expenditures -
general and special revenue funds. 2 . 55
Proprietary and Fiduciary Funds
A combined statement of revenues, expenses, and changes in
retained earnings (or equity). 2 . 8 9
A combined statement of changes In financial position. 2.53
Combining statements of fund revenues, expenses, and changes
in retained earnings (or equity) by fund type. 2 . 35
Combining statements of fund changes In financial position by
fund type. 2 . 02
Individual statements of revenues, expenses, and changes In
retained earnings (or equity) and changes In financial position
for each fund. 2 .*l6
A combining statement of changes in assets and liabilities for










2 . 5 0








2 . 0 2
2.!i6
*Not  a p p l i c a b l e .
TABLE 3 - 2  ( c o n t i n u e d )
C. Other
23 Financial statements prepared on a current value or price-level
adjusted basis. 1 . 78
26 Historical summaries of Important data, such as comparative
balance sheets, equities, etc. 3• 01!
How many years should be covered by the summary?
0. Account Groups
25 Statement of the balance of and changes In general fixed assets. 2.56
26 Statement of the balance of and changes In general long-term
debt. 3-37
11. Content of Financial Statements
A. Assets
27 A combined schedule of delinquent taxes receivable by funds. 2.92
28 Ratio of total annual collections (current and delinquent) to
total property tax levy. 3 . 6 8
29 Actual value of property in the tax jurisdiction. 3.75
Descriptions of:
30 a. Trends in tax delinquencies. 3-30
31 b. Recent changes In assessed valuation of taxable properties. 3.55
32 c. The manner in which delinquent taxes are collected. 2.68
33 . d. The results of collection efforts of delinquent taxes. 2.96
36 e. The interest and penalty charged on delinquent taxes. 2.38
35 Disclosure of prepaid expenses. 2.36
36 A combined schedule of Investments for all funds. 2.73
37 A combined schedule of investments for all funds Indicating
their current market value. . 2 . 7 6
38 Disclosure of Inventories, noting amount, basis of valuation,
and the method used to determine cost. 2.17
Fixed assets:
39 a. Classification breakdown (such as land, equipment, and
buiIdings). 2 . 55
60 b. Indication of original cost and/or basis, accumulated
depreciation, and the current provision for depreciation. 2 . 3 6
6 1 c. The source of monies used to acquire fixed assets. 2.26
Capital expenditures:
62 a. Current dollar amount. 3.23
63 b. Budgeted capital expenditures for the coming year. 3.26
66 Description of restrictions on assets. *N/A
- 0 -
3.06















2 . 2 6
3-23
- 0 -
••Not a p p l i c a b l e .
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B. Debt and Equity
Information on major leasing of assets under which the 
governmental unit Is the lessee.
Information pertaining to the governmental unit's pension plan. 
Information pertaining to accrued vacation and sick pay. 
Information relating to contingencies.
Information relating to the unit's bond rating and any change in 
that rating.
A combined schedule of bonds payable by funds.
Explanatory information relating to interest and long-term debt. 
Information relating to:
a. The computation of the legal debt margin.
The debt service requirements to maturity - general 
obi I gat ion bonds.
A summary of debt service charges to maturity.
The computation of direct and overlapping debt.
M
Debt per cap i ta.
Ratio of debt to assessed valuation.
Debt as a percentage of total estimated true valuation of 
taxable real property in the entity.
h. The, percent of general revenues used for debt service. 
I. The average turnover time for general obligation bonds, 
j. The portion of the tax rates applicable to debt.
Current revenue bond coverage.
Description of restrictions on entity equity.
III. Summary of Statistical Data
A. The following data presented for the last ten fiscal years: 
General governmental expenditures by function.
General revenues by source.
Tax revenues by source.
Property tax levies and collections.
Assessed and estimated actual value of taxable property.





















































TABLE 3 - 2  ( c o n t i n u e d )
71 Special assessment collections. 2.6A 2.6A
72 Ratio of net general bonded debt to assessed value and net
bonded debt per capita. 3-35 3-35
73 Ratio of annual debt service expenditures for general bonded
debt to total general expenditures. 3-11 3 -il
7A Schedule of revenue bond coverage. 3.37 -0-
75 Property value, construction, and bank deposits. 2.65 -0-
B. Other miscellaneous statistical data:
76 Demographic. 2.93 1.A65
77 Schedule of insurance In force. 2.11 -0-
78 Salaries and surety bonds of principal officials. I .6 A 1.6A
79 Employment data (such as the number of employees and the trend
in employment levels). 2 . 6 8  -0 -
80 A statement of the city's principal taxpayers. 3-63 -0-
81 Economic influences and trends affecting the governmental unit. 3-19 -0-
82 Size and composition of the city labor force. 2.78 1.39
»
IV. Accompanying Disclosures
83 Information on the unit's management, such as names, ages, and
responsibilities. 1.93  1 . 29
8ft Forecasts or projections for subsequent periods. 2.33 -0-
85 Information relating to the method used to record
finance activities (cash, accrual, or modified accrual). }. ](> 3-16
86 Disclosure of any lack of compliance with legal provisions. ;':N/A
87 Description of policy for inclusion and exclusion of units of
government ( i .e . ,  consolidation policy) and which specifically
funds and activities are reported or not reported. 2.83 -0-
88 Description of material differences between the budgets and the
actual financial results for the last five fiscal years. •■■N/A
89  A summary of significant accounting policies. 3.20 3.20
90 A transmittal letter from the unit's finance officer. 2.52 2.52
TOTAL MAXIMUM POSSIBLE SCORE 227.09
TOTAL SCORE BASED UPON APPLICABLE ITEMS 160.711
RELATIVE DISCLOSURE SCORE I6O.7A „
227^9  = 70‘8
'•'Not applicable.
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e v e r y  r e p o r t ,  t h e  maximum s c o r e  was n o t  n e c e s s a r i l y  t h e  same f o r  
e v e r y  r e p o r t .  In t h e  e x a mp l e  f rom T a b l e  3 . 2  t h e  maximum s c o r e  f o r  
t h e  c i t y  o f  P h o e n i x ,  A r i z o n a  i s  2 2 7 . 0 9 .  A s e cond  s c o r e  r e p r e s e n t s  
t h e  amount  o f  i n f o r m a t i o n  t h a t  i s  a c t u a l l y  p r e s e n t e d  in a c i t y ' s  
a nnua l  r e p o r t .  In t h e  P h o e n i x  a nnua l  r e p o r t  e x a m p l e ,  t h i s  s c o r e  i s  
160 . 7^  and r e p r e s e n t s  t h e  a c c u m u l a t e d  t o t a l  r e s u l t i n g  f rom s c o r i n g  
t h e  i n d i v i d u a l  i t e ms  on t h e  w o r k s h e e t .  The s e  two s c o r e s  a r e  u s e d  t o  
form a t h i r d  s c o r e ,  a r a t i o  whi ch  i n d i c a t e s  t h e  a c t u a l  amount  o f  
i n f o r m a t i o n  p r e s e n t e d  in a r e p o r t  e x p r e s s e d  a s  a p e r c e n t a g e  o f  t h e  
maximum amount  o f  i n f o r m a t i o n  t h a t  c o u l d  ha ve  been p r e s e n t e d .  Th i s  
r a t i o  i s  t e r med  t h e  r e l a t i v e  d i s c l o s u r e  s c o r e  and  in t h e  T a b l e  3 -2  
e xa mpl e  t h e  s c o r e  i s  70.8% ( 1 6 0 . 7 ^ - f -  2 2 7 . 0 9 )  •
A p r ob l e m e n c o u n t e r e d  by t h e  a u t h o r  was t h a t  o f  d e t e r m i n i n g  t h e  
a p p l i c a b i l i t y  o f  some o f  t h e  i t e ms  t o  e a c h  c i t y  a nnua l  r e p o r t .  Tha t  
i s ,  t h e  q u e s t i o n  a r o s e  a s  t o  w h e t h e r  t h e  a b s e n c e  o f  an i n f o r m a t i o n  
i t em f rom a c i t y ' s  a n n u a l  r e p o r t  c o u l d  be c o n s i d e r e d  a s  a c a s e  o f  
n o n d i s c l o s u r e .  T h i s  was p a r t i c u l a r l y  t r u e  w i t h  r e s p e c t  t o  t h e  
s u b s a m p l e  o f  " n o t  a u d i t e d "  a n n u a l  r e p o r t s .  For  e x a m p l e ,  i f  a c i t y ' s  
a nnua l  r e p o r t  d i d  n o t  d i s c l o s e  such  i t e ms  a s  c o n t i n g e n c i e s ,  l a c k  o f  
c o m p l i a n c e  w i t h  l e g a l  p r o v i s i o n s ,  o r  r e s t r i c t i o n s  on a s s e t s ,  a 
q u e s t i o n  a r o s e  a s  t o  t h e  a p p l i c a b i l i t y  o f  t h o s e  i t e m s .  To p e n a l i z e  a 
c i t y ' s  a n n u a l  r e p o r t  s c o r e  f o r  t h e  n o n d i s c l o s u r e  o f  an i t em t h a t  
m i g h t  o r  m i g h t  n o t  be a p p l i c a b l e  would  n o t  have  been p r o p e r .  T h e r e ­
f o r e ,  t h e s e  t y p e s  o f  i t e ms  wer e  t r e a t e d  a s  n o t  a p p l i c a b l e  when t h e y  
wer e  n o t  d i s c l o s e d  and t h e i r  a p p l i c a b i l i t y  c o u l d  n o t  be d i s c e r n e d
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27f rom o t h e r  i n f o r m a t i o n  in t h e  a n n u a l  r e p o r t .  The o m i s s i o n  o f  t h e s e  
i t e ms  f rom t h e  c o m p u t a t i o n  o f  t h e  maximum p o s s i b l e  s c o r e  f o r  a c i t y ' s  
a n n u a l  r e p o r t ,  r e s u l t e d  in a p r o p o r t i o n a t e  p e r c e n t a g e  i n c r e a s e  in t h e  
w e i g h t  o f  e a c h  o f  t h e  r e m a i n i n g  i t e ms  t o  t h e  t o t a l  maximum s c o r e .
T h i s  had t h e  e f f e c t  o f  l o w e r i n g  t h e  maximum p o s s i b l e  s c o r e  ( t h e  
d e n o m i n a t o r )  and i n c r e a s i n g  t h e  r e l a t i v e  d i s c l o s u r e  s c o r e  s l i g h t l y  
f o r  a ny  p a r t i c u l a r  r e p o r t .  ( T h i s  o c c u r r e d  b e c a u s e  e a c h  o f  t h e  
r e m a i n i n g  i t ems  b e a r s  a p r o p o r t i o n a t e l y  g r e a t e r  s h a r e  o f  t h e  maximum 
s c o r e  t ha n  t h e y  would i f  t h e y  wer e  deemed a p p l i c a b l e  and s c o r e d  a s  
z e r o e s . )  For  e x a mp l e ,  in t h e  Ph o e n i x  a nnua l  r e p o r t  e x a mp l e ,  
t h e  maximum s c o r e  was 2 2 7 . 0 9 ,  t h e  a c t u a l  s c o r e  was 1 6 0 . 7 ^ ,  and t h e  
r e l a t i v e  d i s c l o s u r e  s c o r e  was 70.8% ( l 6 0 . 7 if r “ 2 2 7 . 0 9 )  . T h e r e  were  
f i v e  i n f o r m a t i o n  i t e ms  deemed t o  be n o t  a p p l i c a b l e .  I f  t h e s e  i t e ms  
had been i n c l u d e d  in t h e  d e n o m i n a t o r  (maximum s c o r e )  and  s c o r e d  a s  
z e r o e s  ( i n  t h e  c a l c u l a t i o n  o f  t h e  a c t u a l  s c o r e ) ,  t h e  r e l a t i v e  
d i s c l o s u r e  s c o r e  would ha ve  f a l l e n  t o  66.5% ( 160 .  ~Jk ~  2 4 1 . 6 8 )  . T h e r e ­
f o r e ,  a l l  o f  t h e  r e l a t i v e  d i s c l o s u r e  s c o r e s  would ha ve  been r e d u c e d  
had a l l  e i g h t y - t h r e e  i t e ms  been as sumed t o  be a p p l i c a b l e  t o  e a c h  
c i t y ' s  annua l  r e p o r t .  T h i s  p r o b l e m p r ov e d  t o  be i n s i g n i f i c a n t  s i n c e  
a l m o s t  a l l  o f  t h e  i n f o r m a t i o n  i t ems  c o u l d  i n t u i t i v e l y  be assumed t o
27 For  e x a mp l e ,  i f  a c i t y ' s  a nnua l  r e p o r t  d i d  n o t  i n c l u d e  a 
s c h e d u l e  o f  r e v e n u e  bond c o v e r a g e ,  a q u e s t i o n  a r o s e  a s  t o  t h e  
a p p l i c a b i l i t y  o f  t h a t  i t e m.  However ,  d e t e r m i n a t i o n  o f  w h e t h e r  o r  n o t  
a c i t y  had r e v e n u e  bonds  was made by an e x a m i n a t i o n  o f  i t s  b a l a n c e  
s h e e t ,  l o n g - t e r m  d e b t  a c c o u n t  g r o u p ,  o r  s c h e d u l e  o f  bonds  p a y a b l e .
I f  t h e  d e t e r m i n a t i o n  o f  an i t e m ' s  a p p l i c a b i l i t y  c o u l d  n o t  be made 
f rom o t h e r  i n f o r m a t i o n  in  t h e  r e p o r t  o r  i n t u i t i o n  ( e . g . ,  a s s u mi n g  a l l  
c i t i e s  have  p r e p a i d  i t e m s ) ,  t h e  i t em was deemed t o  be n o t  a p p l i c a b l e  
f o r  p u r p o s e s  o f  t h e  a n a l y s i s .  See  f o o t n o t e  number  28.
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be a p p l i c a b l e  t o  each  and e v e r y  r e p o r t .  G e n e r a l l y ,  the  o n l y  problem
i tems  were r e s t r i c t i o n s  on a s s e t s  and e q u i t y  ( i t e m s  f o r t y - f o u r  and
s i x t y - f o u r ) ;  l a c k  o f  c o mp l i a nc e  wi t h  l e g a l  p r o v i s i o n s  ( i t e m  e i g h t y -
s i x ) ;  and i tem e i g h t y - e i g h t  d e a l i n g  w i t h  t h e  d e s c r i p t i o n  o f  m a t e r i a l
28d i f f e r e n c e s  between t he  budget s  and a c t u a l  f i n a n c i a l  r e s u l t s .
The r e l a t i v e  d i s c l o s u r e  s c o r e s  s e r v e  a s  t he  dependent  v a r i a b l e  in 
t h i s  s t u d y .  Appendix C l i s t s  t h e  maximum, a c t u a l ,  and r e l a t i v e  d i s c l o ­
sur e  s c o r e s  f o r  each o f  t h e  annual  r e p o r t s  used in t he  p r e s e n t  s t u d y .
S t a t i s t i c a l  T e s t s
A s t a t i s t i c a l  a n a l y s i s  was performed t o  t e s t  f o r  a r e l a t i o n s h i p  
between t he  e x t e n t  o f  d i s c l o s u r e  ( r e l a t i v e  d i s c l o s u r e  s c o r e s )  and two 
c i t y  c h a r a c t e r i s t i c s ,  a u d i t  s t a t u s  and c i t y  s i z e .  A q u e s t i o n  a r o s e  
as  t o  t he  a p p r o p r i a t e  s t a t i s t i c a l  t e c h n i q u e  to  be used in t he  a n a l y s i s .
R e c o g n i t i o n  by a r e s e a r c h e r  o f  t he  a p p r o p r i a t e  s c a l e  used to  
measure v a r i a b l e s  i s  e s s e n t i a l  in t h a t  t he  s c a l e  o f  t h e  v a r i a b l e s  i s  
an important  f a c t o r  in s e l e c t i n g  t he  proper s t a t i s t i c a l  t e s t .  The 
us e  o f  a t e s t  when t he  a s s u mp t i o n s  o f  t h e  t e s t  ( such as  s c a l e ) ,  are  
not  v a l i d ,  i s  d a n g e r o u s .  The v a r i a b l e s  may r e s u l t  in r e j e c t i o n  o f  
the  nul l  h y p o t h e s i s  not  be c aus e  t he y  i n d i c a t e  t h a t  t h e  nul l
28 The aut hor  s houl d  n o t e  t h a t  t h e  r e l a t i v e  d i s c l o s u r e  s c o r e s  o f  
t he  c i t y  annual  r e p o r t s  ( a l t h o u g h  s l i g h t l y  l o w e r ) ,  would not  have  
changed m a t e r i a l l y  i f  t h e s e  i tems had been assumed t o  be a p p l i c a b l e ,  
had been i nc l uded in t h e  maximum s c o r e ,  and then s c ore d  a s  z e r o e s  in 
t he  computat i on  o f  t he  a c t u a l  s c o r e .  S p e c i f i c a l l y ,  t he  r e l a t i v e  
d i s c l o s u r e  s c o r e s  were c a l c u l a t e d  f o r  t he  annual  r e p o r t s  in the  
s e l e c t e d  sample as sumi ng t h a t  a 11 i t ems were a p p l i c a b l e  to e v e r y  
r e p o r t .  I terns t h a t  were  not  p r e s e n t e d  were s c o r e d  as  z e r o e s .  The 
r e s u l t i n g  ranks o f  t h e s e  r e l a t i v e  d i s c l o s u r e  s c o r e s  were compared to  
the  ranks o f  the  r e l a t i v e  d i s c l o s u r e  s c o r e s  o r i g i n a l l y  o b t a i n e d  
( i . e . ,  t h o s e  c a l c u l a t e d  by o m i t t i n g  i t ems  which a p p l i c a b i l i t y  c ou l d  
not  be d e t e r m i n e d ) .  K e n d a l l ' s  tau was c a l c u l a t e d  wi t h  a r e s u l t i n g  
c o r r e l a t i o n  c o e f f i c i e n t  o f  0 . 975 .
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h y p o t h e s i s  i s  f a l s e ,  but be c aus e  t h e  v a r i a b l e s  i n d i c a t e  t h a t  one or  
more o f  t he  a s s ump t i o ns  o f  t h e  t e s t  i s  i n v a l i d .  On t he  o t h e r  hand,  
the  v a r i a b l e s  might  s t r o n g l y  i n d i c a t e  t h a t  t he  nul l  h y p o t h e s i s  i s  
f a l s e ,  but a f a l s e  a s s umpt i on  may a l s o  be a f f e c t i n g  t he  s i t u a t i o n .  
Furt her ,  t h e s e  two e f f e c t s  might  n e u t r a l i z e  each o t h e r  in t he  t e s t ,  
so t h a t  t h e  t e s t  r e v e a l s  n o t h i n g ,  and t he  nu l l  h y p o t h e s i s  i s  not  
r e j e c t e d .  I f  v a r i a b l e s  a r e  measured e i t h e r  by t h e  o r d i n a l  or  nominal  
s c a l e ,  t he  v a r i a b l e s  s houl d  be a n a l y z e d  by nonparametr i c  methods.
The u n d e r l y i n g  s c a l e  o f  t he  q u e s t i o n n a i r e  r e s p o n s e s  used in t h i s  
s t u dy  to  measure t he  e x t e n t  o f  d i s c l o s u r e  i s  o r d i n a l .  Thi s  s c a l e  
i n d i c a t e s  t h a t  nonparametr i c  t e s t s  a r e  t h e  a p p r o p r i a t e  s t a t i s t i c a l  
t e s t s  to  be used in t h i s  a n a l y s i s .
AUDIT STATUS EFFECT
The nul l  h y p o t h e s i s  t e s t e d  can be s t a t e d  a s :
H : There i s  no a s s o c i a t i o n  between t he  e x t e n t  o f  d i s c l o s u r e  
°  in a c i t y ' s  annual  r e po r t  and whet her  or  not  t h a t  c i t y ' s
annual  r e po r t  i s  a u d i t e d  by an i ndependent  CPA.
To t e s t  t he  nu l l  h y p o t h e s i s  c o n c e r n i n g  t he  r e l a t i o n s h i p  between a u d i t
s t a t u s  and t he  e x t e n t  o f  d i s c l o s u r e ,  t he  Wi lcoxon m a t c h e d - p a i r s ,
29s i g n e d - r a n k s  t e s t  was u s e d .  Thi s  t e s t  was chosen be c aus e  t he  v a r i ­
a b l e  was measured in an o r d i n a l  s c a l e  both w i t h i n  and between p a i r s  
( t h e  p a i r s  o f  matched annual  r e p o r t s ) .  The Wi lcoxon i s  the  most  
a p p r o p r i a t e  t e s t  f o r  t he  a n a l y s i s  o f  v a r i a b l e s  o f  t h i s  t y p e .  The 
m a t c he d- p a i r s  sample c o n s i s t e d  o f  t h e  c i t i e s  s e l e c t e d  and l i s t e d  in 
Appendix C. A o n e - t a i l e d  t e s t  was u t i l i z e d  and t h e  t e s t  s t a t i s t i c
29 D a n i e l , pp.  1 3 5 - 1 3 9 .
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w a s :
Z = _______________________
y j n ( n  + 1) (2n + 1 ) / 2 k
wher e  Z i s  d i s t r i b u t e d  a p p r o x i m a t e l y  a s  s t a n d a r d  n o r m a l ;  wher e  n =
t h e  number  o f  ma t ched  p a i r s  who e x h i b i t e d  a d i f f e r e n c e  s c o r e ;  T = t h e
30s m a l l e r  o f  t h e  l i k e - s i g n e d  r a n k s ;  and  k and 2k a r e  c o n s t a n t s .
SIZE (POPULATION) EFFECT
The d e g r e e  o f  a s s o c i a t i o n  be t ween  c i t y  s i z e  ( a s  mea s u r ed  by
p o p u l a t i o n )  and t h e  e x t e n t  o f  d i s c l o s u r e  was me a s u r e d  by t h e  u s e  o f
t h e  Kenda l l  r a n k  c o r r e l a t i o n  c o e f f i c i e n t , " C  ( t a u ) . 3  ̂ Tau m e a s u r e s
32t h e  d e g r e e  o f  a g r e e m e n t  be tween two s e t s  o f  r a n k s .  The two s e t s  o f
r a n k s  were  t h e  d i s c l o s u r e  s c o r e s  and p o p u l a t i o n s  f o r  e a c h  o f  t h e
s u b s am p l e s  o f  " a u d i t e d "  and " n o t  a u d i t e d "  c i t y  a n n u a l  r e p o r t s .  The
n u l l  h y p o t h e s i s  was :
H : T h e r e  i s  no a s s o c i a t i o n  be t ween  t h e  e x t e n t  o f  a c i t y ' s
d i s c l o s u r e  in i t s  a n n u a l  r e p o r t  and t h e  s i z e  o f  t h a t  c i t y .
The t e s t  s t a t i s t i c  i s  g i v e n  by
$  = s
n ( n  -  1 ) / 2
wher e  n i s  t h e  number  o f  (X,Y) o b s e r v a t i o n s  ( o r  r a n k s ) .  To o b t a i n  S,  
and  c o n s e q u e n t l y  1:, we p r o c e e d  a s  f o l l o w s .
1.  A r r a n g e  t h e  o b s e r v a t i o n s  ( X . , Y . )  in a column a c c o r d i n g  t o  t h e  
m a g n i t u d e  o f  t h e  X ' s ,  w i t h  i h e  s m a l l e s t  X f i r s t ,  t h e  s econd  
s m a l l e s t  s e c o n d ,  and  so  o n .  The X ' s  a r e  now in n a t u r a l  o r d e r .
3^ D a n i e l , p .  138.
3  ̂ D a n i e l ,  pp .  3 0 6 —31^-  
3^ D a n i e l , p.  308 .
33 D a n i e l , pp .  3 0 7 - 3 0 8 .
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2.  Compare e a c h  Y v a l u e ,  one  a t  a t i m e ,  w i t h  e a c h  Y v a l u e  a p p e a r i n g  
be l ow i t .  In making  c o m p a r i s o n s ,  a p a i r  o f  Y v a l u e s  (a Y b e i n g  
compared and t h e  Y be low i t )  i s  in n a t u r a l  o r d e r  i f  t h e  Y be low 
i s  l a r g e r  t h a n  t h e  Y a b o v e .  A p a i r  o f  Y v a l u e s  i s  in r e v e r s e  
n a t u r a l  o r d e r  i f  t h e  Y be low i s  s m a l l e r  t h a n  t h e  Y a b o v e .
3.  Le t  P be t h e  number  o f  p a i r s  in n a t u r a l  o r d e r  and Q t h e  number  
o f  p a i r s  in r e v e r s e  n a t u r a l  o r d e r .
k .  S=P-Q.  Tha t  i s ,  S . . . i s  e q u a l  t o  t h e  d i f f e r e n c e  be t ween  P 
and Q,.
The l a r g e  sampl e  a p p r o x i m a t i o n  s t a t i s t i c
-  7 )
n/ 2( 2n  + 5)
i s  a p p r o x i m a t e l y  n o r m a l l y  d i s t r i b u t e d  w i t h  mean 0 and v a r i a n c e  1 and
34
was u t i l i z e d  in t h e  a n a l y s i s .
I t e m - b y - l t e m  Summary
The p r e c e d i n g  m e t h o d o l o g i c a l  s t e p s  r e s u l t e d  in two d i s t i n c t  
t y p e s  o f  i n f o r m a t i o n .  F i r s t ,  a r e l a t i v e  d i s c l o s u r e  s c o r e  was c a l c u ­
l a t e d  f o r  e a c h  o f  t h e  c i t i e s  in t h e  s a m p l e .  Second ,  t h e s e  s c o r e s  
were  s t a t i s t i c a l l y  a n a l y z e d  t o  d e t e r m i n e  w h e t h e r  t h e y  were  a s s o c i a t e d  
w i t h  two c i t y  v a r i a b l e s  ( a u d i t  s t a t u s  and s i z e ) .  R e g a r d i n g  t h e  
r e l a t i v e  d i s c l o s u r e  s c o r e s ,  a low mean e x t e n t  o f  d i s c l o s u r e  was 
e x p e c t e d  by t h e  a u t h o r .  (The a n a l y s i s  c o n f i r m e d  t h i s  f a c t  a s  shown 
in C h a p t e r  F o u r ) .  A p o s s i b l e  e x p l a n a t i o n  ( a r g u e d  by some) f o r  t h i s  
r e s u l t  m i g h t  be t h a t  t h e  m u n i c i p a l  a nnua l  r e p o r t s  in t h e  sampl e  o n l y  
a t t e m p t e d  t o  r e p o r t  t h e  mos t  i m p o r t a n t  i n f o r m a t i o n .  An a r gume n t  t h a t  
c o u l d  t he n  be made was t h a t  w i t h  s uc h  a l a r g e  i n f o r m a t i o n  s e t  
( e i g h t y - t h r e e  i t e ms )  a low mean e x t e n t  o f  d i s c l o s u r e  c o u l d  be
^  D a n i e l , p.  313.
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e x p e c t e d  b e c a u s e  o n l y  t h e  mos t  i m p o r t a n t  i t e ms  were  p r e s e n t e d  in 
e a c h  c i t y ' s  a nnua l  r e p o r t .
To c h e c k  f o r  t h i s  p o s s i b i l i t y ,  a summary o f  t h e  i t e ms  o f  i n f o r ­
ma t i o n  was p r e p a r e d  on an i t e m - b y - i t e m  b a s i s  ( s e e  Append i x  D ) . The 
p u r p o s e  o f  t h e  summary was t o  e xa mi ne  t h e  e x t e n t  o f  d i s c l o s u r e  f o r  
e a c h  i t em ( a s  op p o s e d  t o  e a c h  r e p o r t ) .  In t h e  summary,  one  column 
r e p r e s e n t e d  t h e  mean s c o r e  g i v e n  e a c h  o f  t h e  i t e ms  by t h e  s e c u r i t y  
d e a l e r s  who r e s p o n d e d  t o  t h e  s u r v e y .  A s econd  column r e p r e s e n t e d  
i t em mean s c o r e s  o b t a i n e d  by t o t a l i n g  t h e  s c o r e s  f o r  e a c h  i t em a c r o s s  
a l l  c i t y  a nnua l  r e p o r t s  ( s e p a r a t e l y  f o r  e a c h  o f  t h e  a u d i t e d  and n o t  
a u d i t e d  s u b s a m p l e s ) ,  and d i v i d i n g  t h e  t o t a l  f o r  e a c h  i t em by t h e  
number  o f  c i t y  r e p o r t s  t o  whi ch  t h e  i t em was a p p l i c a b l e .  The r e s u l t  
was a t h i r d  column t h a t  i n d i c a t e d  t h e  amount  o f  d i s c l o s u r e  in t h e  
s u b s a m p l e s  f o r  e a c h  o f  t h e  i n f o r m a t i o n  i t e ms  on a s c a l e  o f  z e r o  t o  
o n e .  For  e x a mp l e ,  t h e  r e s p o n d e n t s '  mean s c o r e  g i v e n  t o  i t e m t h i r t y -  
e i g h t  ( i n v e n t o r i e s )  was 2 . 1 7 .  The a v e r a g e  s c o r e  f o r  t h e  s u b s a mp l e  o f  
a u d i t e d  c i t y  r e p o r t s  was 1 . 5 0 .  T h e r e f o r e ,  t h e  e x t e n t  o f  d i s c l o s u r e  
f o r  t h a t  i t em a c r o s s  a l l  a u d i t e d  c i t y  r e p o r t s  was 69% ( 1 . 5 0  —r- 2 . 1 7 ) •  
The 69% was t e r me d  t h e  " d i s c l o s u r e / i m p o r t a n c e  r a t i o "  (D/I  R a t i o )  f o r  
t h a t  i t e m.  T h e s e  t h i r d  column r a t i o s  we r e  us e d  t o  compute  an o v e r a l l  
r a t i o  ( o r  a mean d i s c l o s u r e / i m p o r t a n c e  r a t i o )  f o r  e a c h  o f  t h e  a u d i t e d  
and n o t  a u d i t e d  s u b s a m p l e s .
Ne x t ,  a v i s u a l  i n s p e c t i o n  o f  t h e  co lumns  r e l a t i n g  t o  t h e  r a n k  
o r d e r  o f  t h e  r e s p o n d e n t s '  mean s c o r e s  and t h e  d i s c l o s u r e  i m p o r t a n c e  
r a t i o s  was p e r f o r m e d .  I f  o n l y  t h e  mos t  i m p o r t a n t  i t e ms  were  
d i s c l o s e d ,  t he n  a s y s t e m a t i c  r e l a t i o n s h i p  be t ween  t h e  r e l a t i v e
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i mp o r t a n c e  o f  t h e  i n f o r m a t i o n  i t e ms  and t h e  e x t e n t  o f  t h e i r  
d i s c l o s u r e  s h o u l d  have  been  a p p a r e n t .
SUMMARY
The p u r p o s e  o f  t h i s  c h a p t e r  was t o  o u t l i n e  t h e  me t h o d o l o g y  used  
in t h i s  s t u d y .  A q u e s t i o n n a i r e  was s e n t  t o  a s ampl e  o f  996 s e c u r i t y  
d e a l e r s  who s p e c i a l i z e  in t h e  a r e a  o f  m u n i c i p a l  f i n a n c e .  The q u e s ­
t i o n n a i r e  c o n s i s t e d  o f  n i n e t y  i n f o r m a t i o n  i t ems  r e l a t i n g  t o  m u n i c i p a l  
f i n a n c i a l  s t a t e m e n t s .  One h u nd r e d  and  e i g h t y - s e v e n  v o l u n t a r y  r e s p o n ­
s e s  were  r e c e i v e d  f o r  a r e s p o n s e  r a t e  o f  18.97%- The s e  r e s p o n s e s  
were  us e d  t o  compute  a mean s c o r e  f o r  e a c h  o f  t h e  n i n e t y  i t e ms .  
E i g h t y - t h r e e  o f  t h e  i n f o r m a t i o n  i t e ms  wer e  t h e n  empl oyed  in an 
e x a m i n a t i o n  o f  a s ampl e  o f  c i t y  a n n u a l  r e p o r t s .  The a n n u a l  r e p o r t s  
were  exami ned  in an  e f f o r t  t o  a s c e r t a i n  w h e t h e r  t h e  q u e s t i o n n a i r e  
i n f o r m a t i o n  i t e ms  we r e  p r e s e n t e d  o r  n o t  p r e s e n t e d  in t h e  r e p o r t s .
T h i s  e x a m i n a t i o n  r e s u l t e d  in a t o t a l  s c o r e  f o r  e a c h  r e p o r t  c a l l e d  t h e  
r e p o r t ' s  e x t e n t  o f  d i s c l o s u r e .  The e x t e n t  o f  d i s c l o s u r e  s c o r e  s e r v e d  
a s  t h e  d e p e n d e n t  v a r i a b l e  in t h i s  s t u d y .  Ne x t ,  two i n d e p e n d e n t  
v a r i a b l e s  we r e  exa mi ned  in an  a t t e m p t  t o  a s s e s s  t h e i r  r e l a t i o n s h i p ,  
i f  a n y ,  t o  t h e  d e p e n d e n t  v a r i a b l e .  One v a r i a b l e  was a u d i t  s t a t u s  o f  
an a n n u a l  r e p o r t ,  and t h e  o t h e r  was c i t y  s i z e .  A u d i t  s t a t u s  was 
d e t e r m i n e d  by w h e t h e r  o r  n o t  an a u d i t  r e p o r t  i s s u e d  by an i n d e p e n d e n t  
CPA was i n c l u d e d  in a c i t y ' s  a nnua l  r e p o r t ;  a c i t y ' s  p o p u l a t i o n  was 
us e d  a s  a s u r r o g a t e  f o r  t h e  v a r i a b l e  s i z e .  A summary o f  t h e  e x t e n t  
o f  d i s c l o s u r e  on an  i t e m - b y - i t e r n  b a s i s  was a l s o  p r e s e n t e d .  The d a t a  
a n a l y s i s  and r e s u l t s  a r e  d i s c u s s e d  in t h e  f o l l o w i n g  c h a p t e r .
CHAPTER IV
DATA ANALYSIS
In t h i s  c h a p t e r  t h e  r e s p o n s e s  t o  each  o f  t he  q u e s t i o n n a i r e  
i n f or mat i on  i tems ar e  d e s c r i b e d  in n a r r a t i v e  form and a r e  then used  
t o  e v a l u a t e  a sample o f  muni c i pa l  annual  r e p o r t s .  The e x t e n t  to  
which t he  i n f or mat i on  i t ems  a r e  p r e s e n t e d  in each o f  t he  muni c i pal  
annual  r e p o r t s  in t he  sample  r e s u l t s  in a s c o r e  f o r  each c i t y ' s  
annual  r e por t  c a l l e d  i t s  e x t e n t  o f  d i s c l o s u r e .  The r e l a t i o n s h i p  
between c i t y  s i z e  and a u d i t  s t a t u s  and t he  e x t e n t  o f  d i s c l o s u r e  i s  
a l s o  examined in t h i s  c h a p t e r .
ANALYSIS OF QUESTIONNAIRE RESPONSES
The o v e r a l l  r e s p o n s e  r a t e  was 18.97% w i t h  187 q u e s t i o n n a i r e s  
r e t u r n e d  f rom a t o t a l  o f  996 .  A copy  o f  t h e  q u e s t i o n n a i r e  was 
i n c l u d e d  a s  Appe nd i x  A.
Table  *t.l l i s t s  t h e  n i n e t y  i n f or mat i on  i tems and p r e s e n t s  t he  
mean and s tandard d e v i a t i o n  f o r  each i tem.  Al s o  i nc l ud e d  i s  an 
o v e r a l l  ranking o f  t h e  r e l a t i v e  means a s s i g n e d  t o  t h e  i t e ms .  The 
mean measures  t h e  r e l a t i v e  importance t h a t  t h e  r e s p o nde nt s  p l a c e  on a 
p a r t i c u l a r  i n f o r ma t i o n  i t em,  where h i gh e r  means a r e  i n d i c a t i v e  o f  
hi gh e r  l e v e l s  o f  i mport ance .  The s t andard d e v i a t i o n  measures  the  
v a r i a b i l i t y  in t he  r e l a t i v e  i mportance  t h a t  t h e  r e s p onde nt s  p l a c e  on 
each o f  t he  i t ems .  A h i g h e r  s t andard d e v i a t i o n  t e n ds  to i n d i c a t e  
g r e a t e r  v a r i a b i l i t y  among t he  r e s p o n d e n t s  a s  t o  the  r e l a t i v e
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TABLE 4.1
IMPORTANCE OF INFORMATION USED
Standard
Information Item Rank Mean Devi ati
29.
(Highest one-third) 
Actual value of property in the tax jurisdiction. 1 3-75 0.60
53. The debt service requirements to maturity - general obligation bonds. 2 3.74 0.61
63. Current revenue bond coverage. 3 3-72 0.61
28. Ratio of total annual collections to the total property tax levy. 4 3.68 0.64
51. Explanatory information relating to interest and long-term debt. 5-6 3.67 0.66
55. Computation of direct and overlappaing debt. 5-6 3-67 0.76
80. A statement of the city's principal taxpayers. 7 3.63 0.91
86. Disclosure of any lack of compliance with legal provisions. 8 3.57 0.30
69. Assessed and estimated actual value of taxable properties (last ten 
fiscal years). 9 3-56 0.76
31. Recent changes in assessed valuation. 10 3.55 0.68
56. Debt per capita. 11 3.53 0.82
50. A combined schedule of bonds payable. 12-13 3.52 0.84
58. Debt as a percentage of total estimated true valuation. 12-13 3.52 0.77
62. Ratio of debt to actual valuation. 14-15 3.48 0.81
68. Property tax levies and collections (last ten fiscal years). 14-15 3.48 0.81
57- Ratio of debt to assessed valuation. 16 3.44 0.95
49. Bond rating and any change in that rating. 17 3.40 1.08
52. Computation of the legal debt margin. 18 3.39 0.8926. Statement of general long-term debt. 19-20-21 3.37 0.91
59. The percent of general revenues used for debt service. 19-20-21 3-37 0.91
74. Schedule of revenue bond coverage (last ten fiscal years). 19-20-21 3-37 0.99
54. A summary of other debt service charges to maturity. 22 3.36 0.94
72. Ratio of net general bonded debt to assessed value and net bonded 
debt per capita (last ten fiscal years). 23 3-35 0.90
30. Trends in tax delinquencies. 24 3.30 0.93
4 6. Pension plan information. 25-26 3-27 1.02
67. Tax revenues by source (last ten fiscal years). 25-26 3.27 0.89
43. Budgeted capital expenditures for the coming year. 27 3.26 0.85
42. Current capital expenditures. 28-29 3.23 0.90
88. Description of material differences between the budgets and the 
actual financial results. 28-29 3.23 0.93
89. Significant accounting policies. 30 3-20 0.92
(Middle one-third)
8 1 . Economic influences and trends. 31 3.19 1.02
1. Combined balance sheet. 32-33 3.18 1.16
70. Property tax rates and tax levies - all overlapping governments 
(last ten fiscal years). 32-33 3.18 0.96
85. Method used to record financial activities. 34 3.16 1.03
45. Lease information. 35-36 3.12 1.04
66. General revenues by source (last ten fiscal years). 35-36 3.12 0.96
TABLE k . \  ( c o n t in u e d )
Information Item
73* Ratio of annual debt service expenditures for general bonded debt 
to total general expenditures (last ten fiscal years).
I k .  Historical summaries.
6l. The portion of the tax rates applicable to debt.
5. A consolidated statement of revenues, expenditures, and changes in
fund balance for all governmental fund types.
33. Results of collection efforts of delinquent taxes.
76. Demographic information.
27. Combined schedule of delinquent taxes receivable by funds.
12. A consolidated statement o f changes in fin a n c ia l p o s itio n .
17* Combined statement of revenues, expenses, and changes in equity 
(proprietary & fiduciary funds).
6 k .  Restrictions on entity equity.
6. Combined statement of revenues, expenditures, and changes in fund
balance for all governmental fund types.
37. Consolidation policy.
k k .  Restrictions on assets.
3. Individual statements of revenues, expenditures, and changes in fund 
balance for each governmental fund.
10. A consolidated statement of revenues, resources, and expenses
identified by object (e.g., sales taxes, restricted grants, 
salaries) and linked to specific services (e.g., public safety, 
health, etc.)
8. Combined statement of revenues, epxenditures, and changes in fund
balances * budget and actual * for the general and special revenue 
fund types.
82. S ize and composition o f the c i t y  labor fo rce .
2. A consolidated balance sheet for all funds and account groups.
6 5 . General governmental expenditures (last ten fiscal years).
37. Schedule of investments (noting current market values).
36 . Schedule of investments (cost). 
k 8 .  Contingency information.
18. Combined statement of changes in financial position. 
k .  individual balance sheets.
(Lowest one-third)
32. The manner in which de linquent taxes are c o lle c te d .
79. Employment data.
75. Property value, construction, and bank deposits (last ten 
fiscal years).
71. Special assessment collections (last ten fiscal years).
11. A consolidated statement o f changes in cash p o s itio n .
25. Statement of general fixed assets.
16. Combined statement of general governmental expenditures - general 
and special revenue funds.




38 3 . 0 k 1.05
39 3.03 1.01
tio 3.02 1.23
1*1 Z . Sk 1.01
1*2 2.93 1.06
3̂ 2.92 1.15
kk 2.91 1 .lit
k S -k 6 2.89 1.15























TABLE 4 .1  (c o n t in u e d )
Standard
Information Item Rank Mean Deviatic
16. Combined statement of cash receipts and disbursements for all funds. 69 2.56 1.22
15. Combined statement of general governmental revenues - general and 
special revenue funds. 70 2.53 1.22
90. A transmittal letter. 71 2.52 1.22
1. Combining statements of governmental fund revenues, expenditures, 
and changes in fund balance by fund type. 72 2.50 1.19
21. Individual statements of revenues, expenses, and changes in equity 
and changes in financial position (proprietary £ fiduciary funds). 73 2.66 1.13
60. Average turnover time for general obligation bonds. 76 2.66 1.17
3. Combining balance sheets for all funds of each type. 75 2.39 1.27
36. The interest and penalty charged on delinquent taxes. 76 2.38 1.25
35. Disclosure of prepaid expenses. 77 2 .3 6  1.17
19. Combining statements of fund revenues, expenses, and changes in 
equity by fund type (proprietary & fiduciary funds). 78 2.35 1.17
40. Fixed asset information. 79 2 .36  1.13
86. Forecasts for subsequent periods. 80 2.33 1.20
13. A consolidated statement of changes in the unit's equity. 81 2.30 1.29
6 1 . Source of monies used to acquire fixed assets. 82 2.26 1.18
38. Disclosure of inventories. 33 2.17 1.13
77- Schedule of insurance in force. 86 2.11 1.07
22. A combining statement of changes in assets and liabilities for all 
agency funds. 85 2.08 1.10
20. Combining statements of fund changes in financial position by fund 
types (proprietary £ fiduciary funds). 86 2.02 1.17
67. Accrued vacation and sick pay information. 87 1.97 1.21
83. Information on the unit's management. 88 1.93 1.26
23. Financial statements prepared on a current value or price-level 
adjusted basis. 89 1 .78 1.29




i mp o r t a n c e  a s s i g n e d  t o  an i n f o r m a t i o n  i t e m.
Some o b s e r v a t i o n s  c o n c e r n i n g  t h e  r e s u l t s  o f  t h e  s u r v e y  seem 
a p p r o p r i a t e  a t  t h i s  p o i n t .  T a b l e  4 . 1  i n d i c a t e s  t h a t  t h e  i n f o r m a t i o n  
i t em means r an g e  f rom a low o f  1 . 6 4  t o  a h i g h  o f  3 - 75  (on a s c a l e  o f
0 . 0  t o  4 . 0 ) .  S i n c e  t h e r e  a r e  f i v e  p o s s i b l e  r e s p o n s e  c a t e g o r i e s ,  t h e  
s c a l e  i s  d i v i d e d  i n t o  f i v e  e q u a l l y  s p a c e d  o r d e r e d  p o i n t s .  The 
o r d e r e d  p o i n t  s p a c i n g  was e qua l  b e c a u s e  n o t h i n g  l e d  t h e  a u t h o r  t o  
b e l i e v e  t h a t  a p a r t i c u l a r  r e s p o n s e  c a t e g o r y  s h o u l d  have  a s p a c i n g  
l a r g e r  t h a n  a n o t h e r .  A d d i t i o n a l l y ,  some method was n e c e s s a r y  t o  
c l a s s i f y  an i t e m whose  mean s c o r e  f e l l  b e t w e e n ,  s a y ,  t h r e e  and f o u r  
( c a t e g o r i e s  o f  v e r y  i m p o r t a n t  and e s s e n t i a l ) .  In t h e  f o l l o w i n g  
d i s c u s s i o n  an i t em i s  c o n s i d e r e d  a s  " e s s e n t i a l "  i f  t h e  mean s c o r e  f o r  
t h a t  i t em i s  g r e a t e r  t h a n  o r  e qua l  t o  3*20 and " v e r y  i m p o r t a n t "  i f  
t h e  mean s c o r e  f a l l s  be tween  2 . 4 0  and 3*19-  An i t em whose mean s c o r e  
f a l l s  be tween  1 . 60  and 2 . 3 9  s h o u l d  be c o n s i d e r e d  a s  " m o d e r a t e l y  
i m p o r t a n t , "  w h i l e  a mean s c o r e  be t ween  0 . 8 0  and 1 . 59  would c l a s s i f y  
an i t em a s  " s l i g h t l y  i m p o r t a n t . "  F i n a l l y ,  an i t em whose  mean s c o r e  
i s  l e s s  t h a n  o r  e qua l  t o  0 . 7 9  s h o u l d  be c o n s i d e r e d  a s  " u n i m p o r t a n t . "  
One s h o u l d  n o t e  t h a t  a m i d - p o i n t  s p a c i n g  a p p r o a c h  c o u l d  have  been 
used  w i t h  t h e  o r d e r e d  p o i n t s  c o n s i s t i n g  o f  0 . 5 ,  1 . 5 ,  2 . 5 ,  and 3 . 5 -  
However ,  t h e  c a t e g o r i e s  o f  u n i m p o r t a n t  and  e s s e n t i a l  would o n l y  have 
c o n s i s t e d  o f  o n e - h a l f  o f  t h e  s p a c i n g  o f  t h e  o t h e r  t h r e e  c a t e g o r i e s .
The l o w e s t  mean s c o r e  r e c o r d e d  was 1 . 64  i n d i c a t i n g  t h a t  a l l  o f  
t h e  i t ems  wer e  a t  l e a s t  o f  m o d e r a t e  i m p o r t a n c e  t o  t h e  r e s p o n d e n t s .
T h i s  was n o t  t oo  s u r p r i s i n g  s i n c e  a l l  o f  t h e  i t e ms  wer e  e x p e c t e d  t o  
have  some d e g r e e  o f  i m p o r t a n c e  when i n c l u d e d  in t h e  q u e s t i o n n a i r e .
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However ,  one  s h o u l d  n o t e  t h a t  t h e  d i s c l o s u r e  i t e ms  wer e  c o s t  f r e e  t o  
t h e  r e s p o n d e n t s  and t h e y  may ha ve  been  o p e r a t i n g  u n d e r  t h e  a s s u m p t i o n  
t h a t  "more i s  b e t t e r . "  T h e r e f o r e ,  one  c a n n o t  c o n c l u d e  t h a t  t h e  
r e s p o n d e n t s  a c t u a l l y  u s e  t h e  i t e ms  in t h e i r  d e c i s i o n - m o d e l s . The 
d i s c u s s i o n  in Appendi x  G f o c u s e s  on t h e  r e s p o n s e s  t o  e a c h  o f  t h e  
i n f o r m a t i o n  i t e ms  on t h e  q u e s t i o n n a i r e .
High Mean S c o r e s
T a b l e  4 . 1  l i s t s  e a c h  o f  t h e  n i n e t y  i n f o r m a t i o n  i t e ms  by mean 
s c o r e  r a n k .  T h i r t y  (32 p e r c e n t )  o f  t h e  i t ems  a r e  c o n s i d e r e d  a s  
e s s e n t i a l  by t h e  r e s p o n d e n t s  w h i l e  f o r t y - f i v e  (50 p e r c e n t )  o f  t h e  
i t ems  a r e  r e g a r d e d  a s  v e r y  i m p o r t a n t .  The i t e ms  r a t e d  a s  m o d e r a t e l y  
i m p o r t a n t  t o t a l  s i x t e e n  (18 p e r c e n t . )  A n a l y s i s  o f  t h e  t h i r t y  h i g h e s t  
means ( s e e  T a b l e  4 . 1 ) ,  r e v e a l s  t h a t  mos t  o f  t h e  i t e ms  e i t h e r  r e l a t e  
t o  d e b t  o r  t o  p r o p e r t y  t a x e s .  The i m p l i c a t i o n  i s  t h a t  t h e  r e s p o n d ­
e n t s  v i ew  a s  mos t  i m p o r t a n t  t h e  m u n i c i p a l  d e b t  bu r den  and economi c  
b a s e .  In f a c t ,  o f  t h e  t h i r t y  i n f o r m a t i o n  i t e ms  c l a s s i f i e d  a s  e s s e n ­
t i a l  by t h e  r e s p o n d e n t s ,  s e v e n t e e n  (57 p e r c e n t )  a r e  d e b t  r e l a t e d ,  
w h i l e  s e ven  (23 p e r c e n t )  a r e  c o n c e r n e d  w i t h  p r o p e r t y  t a x e s .  In c o n ­
t r a s t ,  an i t em c o n c e r n i n g  t h e  form o f  t h e  f i n a n c i a l  s t a t e m e n t s  
t h e m s e l v e s  i s  o n l y  t h e  t h i r t y - s e c o n d  mos t  i m p o r t a n t  i t e m.  Tha t  i t em 
d e a l s  w i t h  a combi ned  b a l a n c e  s h e e t  f o r  a l l  f u n d s .
Nine  o f  t h e  t e n  h i g h e s t  mean s c o r e  i t e ms  i n c l u d e d  in T a b l e  4 .1  
a l s o  have  t h e  l o w e s t  s t a n d a r d  d e v i a t i o n s  o f  t h e  n i n e t y  i t e m s .  The 
low v a r i a t i o n  in r e s p o n s e s  i m p l i e s  t h a t  t h e  r e s o n d e n t s  were  c o h e s i v e  
in t h e i r  j u d g m e n t s  r e g a r d i n g  t h e s e  i t e m s .  In f a c t ,  t h e  f i v e  i t ems
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w i t h  t h e  h i g h e s t  mean s c o r e s  a l s o  have  t h e  f i v e  l o w e s t  s t a n d a r d  
d e v i a t i o n s .
R e l a t i o n s h i p  o f  R e s u l t s  t o  P r e v i o u s  S t udy  F i n d i n g s  
Ingram (1978)  a s k e d  i n v e s t m e n t  b r o k e r s  t h e i r  p e r c e p t i o n s  o f  t h e  
MFOA D i s c l o s u r e  G u i d e l i n e s  f o r  O f f e r i n g s  o f  S e c u r i t i e s  by S t a t e  and 
Local  Government s  o f  1976.^  The g u i d e l i n e s  we r e  i s s u e d  t o  i d e n t i f y  
i n f o r m a t i o n  whi ch  would be u s e f u l  f o r  i n v e s t o r s  in m u n i c i p a l  s e c u r i ­
t i e s .  S i x t e e n  d i s c l o s u r e  i t e ms  wer e  s e l e c t e d  f rom S e c t i o n  VI o f  t h e  
document  r e l a t i n g  t o  f i n a n c i a l  i n f o r m a t i o n .  The r e s u l t s  o f  I n g r a m ' s  
s u r v e y  u t i l i z i n g  a f o u r - p o i n t  i m p o r t a n c e  s c a l e ,  a p p e a r  in T a b l e  4 . 2  
be l ow.
TABLE 4 . 2  
SURVEY RESPONSE TO DISCLOSURE ITEMS
Rank I tern Number T o p i c  Aver age
1 11 F i n a n c i n g  c u r r e n t  o b l i g a t i o n s  w i t h  l o n g ­
t e r m d e b t 3 . 8 8
2 12 Repayment  o f  l o n g - t e r m  d e b t  by i s s u i n g  
a d d i t i o n a l  o b l i g a t i o n s 3 . 8 7
3 5 R e c e i p t s  u s e d  by r e p a y  d e b t 3 . 8 4
4 3 A c c o u n t i n g  p r a c t i c e s  and d e v i a t i o n s 3 . 8 0
5 - 6 2 Fund t r e n d s  and c h a n g e s 3 . 7 2
5 - 6 14 R e t i r e m e n t  p l a n  f u n d i n g 3 . 7 2
7 - 8 1 Compar i son  o f  o p e r a t i o n s 3 . 6 4
7 - 8 7 Changes  in t a x  a s s e s s m e n t s  and c o l l e c t i o n s 3 . 6 4
9 16 A u d i t  r e p o r t s 3 . 6 0
10 10 Cash f l o w s 3 . 5 9
11 6 T a x a t i o n  p r o c e d u r e s 3 . 5 2
12 4 B u d g e t a r y  p r a c t i c e s 3 . 5 0
13 8 A s s e s s e d  v a l u e  o f  t a x a b l e  p r o p e r t y 3 . 4 8
14 9 Ten l a r g e s t  t a x p a y e r s 3 . 4 4
15 13 Emergency f u n d s 3 . 2 9
16 15 F i n a n c i a l  s t a t e m e n t s 3 . 1 7
Mu n i c i p a l  F i n a n c e  O f f i c e r s  A s s o c i a t i o n ,  D i s c l o s u r e  G u i d e l i n e s  
f o r  S t a t e  and Local  Gover nment s  ( Ch i c a g o ,  111 . :  Mu n i c i p a l  F i n a n c e
O f f i c e r s  A s s o c i a t i o n ,  1 9 7 9 ) .
Ingram s t a t e d  t h a t  b a s e d  upon h i s  s c a l e ,  a l l  o f  t h e  i t e ms  wer e  c a t e ­
g o r i z e d  a s  i m p o r t a n t  t o  t h e  r e s p o n d e n t s .  Ingram a l s o  n o t e d  t h a t  " t h e
2
most  i m p o r t a n t  d i s c l o s u r e  i t e ms  d i r e c t l y  i n v o l v e d  m u n i c i p a l  d e b t . "
In f a c t ,  T a b l e  k . Z  i n d i c a t e s  t h a t  t h e  t h r e e  mos t  i m p o r t a n t  i t e ms  in 
h i s  s u r v e y  were  d e b t  r e l a t e d .  I n g r a m ' s  f i n d i n g s  t h a t  t h e  f i n a n c i a l  
s t a t e m e n t s  t h e m s e l v e s  we r e  r a t e d  l e a s t  i m p o r t a n t  o f  a l l  i t e ms  on t h e  
q u e s t i o n n a i r e  i s  s i m i l a r  t o  t h e  f i n d i n g s  o f  t h e  c u r r e n t  s t u d y .  Tha t  
i s ,  in t h e  p r e s e n t  s t u d y  a combi ned  b a l a n c e  s h e e t  f o r  a l l  f u n d s  i s  
o n l y  t h e  t h i r t y - s e c o n d  mos t  i m p o r t a n t  i t em and n o t  c o n s i d e r e d  e s s e n ­
t i a l  by t h e  r e s p o n d e n t s .  A l t h o u g h  I n g r a m ' s  d i s c l o s u r e  i t e ms  were  
r a t h e r  b r oad  d e s c r i p t i o n s  r a t h e r  t h a n  s p e c i f i c  d i s c l o s u r e  i t e m s ,  h i s  
f i n d i n g s  wer e  c o n s i s t e n t  w i t h  t h a t  o f  t h e  c u r r e n t  s t u d y  in t h a t  d e b t ,  
r e v e n u e  s o u r c e s ,  and  p r o p e r t y  t a x  i n f o r m a t i o n  wer e  o f  pa r a moun t  
i m p o r t a n c e  t o  t h e  r e s p o n d e n t s .  A d d i t i o n a l l y ,  a c c o u n t i n g  p r a c t i c e s  
and  d e v i a t i o n s  f rom GAAP wer e  r a n k e d  h i g h l y  in b o t h  s t u d i e s .
B o y e t t  and  G i r oux  (1978)  us e d  a q u e s t i o n n a i r e  t o  s u r v e y  b a n k e r s
r e g a r d i n g  t h e i r  o p i n i o n s  on t w e n t y - o n e  i t e ms  o f  i n f o r m a t i o n  t h o u g h t
t o  be i m p o r t a n t  t o  i n v e s t o r s  and u n d e r w r i t e r s  o f  m u n i c i p a l  bond 
3
o f f e r i n g s .  The t w e n t y - o n e  i t e ms  wer e  g l e a n e d  f rom i n t e r v i e w s  w i t h  
s e v e r a l  bank o f f i c i a l s  who had m u n i c i p a l  bond e x p e r i e n c e .  Bo y e t t  and 
G i r oux  u s e d  a f o u r - p o i n t  r e l a t i v e  i m p o r t a n c e  s c a l e .  The r e s u l t s  o f  
t h e i r  s u r v e y  a p p e a r  in T a b l e  **.3.
2
Ro b e r t  W. Ingram,  "A Review o f  t h e  MFOA D i s c l o s u r e  G u i d e ­
l i n e s , "  G o v £ r r i m e n t ^  7 (Hay 1 9 7 8 ) ,  39.
3
A r t h u r  S.  B o y e t t  and Gary A. G i r o u x ,  "The  Re l e v a n c e  o f  Munic­
i p a l  F i n a n c i a  1 ^ Re p o r t i n g  t o  Mun i c i pa l  S e c u r i t y  D e c i s i o n s , "  Gover n­
men t a l  F i n a n c e ,  7 (May 1 9 6 8 ) ,  29-3**.
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TABLE 4 . 3  
IMPORTANCE OF INFORMATION USED
I n f o r m a t i o n  I t em Rank Mean
T o t a l  d e b t  o u t s t a n d i n g 1 3 . 8 3 3
Debt  t o  a c t u a l  v a l u e  r a t i o 2 3 . 7 4 5
O v e r l a p p i n g  d e b t  o u t s t a n d i n g 3 3 . 6 3 8
Debt  p e r  c a p i t a 4 3 . 6 3 0
Tax c o l l e c t i o n  h i s t o r y 5 3 . 6 2 5
Changes  in f i n a n c i a l  p o s i t i o n 6 3 . 5 9 6
P o p u l a t i o n  t r e n d s ,  i ncome,  e t c . 7 - 8 3 . 5 6 3
Ac t u a l  v a l u e  o f  p r o p e r t y  i n  t a x  j u r i s d i c t i o n 7 - 8 3 . 5 6 3
O p e r a t i n g  r e v e n u e s 9 3 . 4 7 9
A s s e s s e d  v a l u a t i o n 10 3 . 44 7
Tax r a t e  1 imi t s 11 3 . 4 3 5
O p e r a t i n g  e x p e n d i t u r e s 12 3 . 4 1 7
Debt  t o  a s s e s s e d  v a l u e  r a t i o 13 3 . 3 8 6
A c c o u n t i n g  p o l i c i e s  u s e d 14 3 . 2 7 7
P r i n c i p a l  t a x p a y e r s 15 3 . 2 5 0
P o r t i o n  o f  t a x  r a t e s  a p p l i c a b l e  t o  d e b t 16 3 . 2 1 3
Tax r a t e  hi  s t o r y 17 3 . 0 8 7
S i n k i n g  f u n d s  a p p l i c a b l e  t o  o u t s t a n d i n g  d e b t 18 3.021
Bond r a t i n g 19 2 . 9 5 8
C u r r e n t  a s s e t s  and l i a b i l i t i e s 20 2 . 9 5 7
F i x e d  a s s e t s 21 2 . 3 3 3
Based upon t h e i r  r a t i n g  s c a l e ,  t h e  a u t h o r s  n o t e d  t h a t  s i n c e  t h e  mean 
r a t i n g s  f o r  t h e  f i r s t  e i g h t e e n  i t e ms  wer e  a l l  above  3 . 0 0 ,  t h a t  t h e  
" r e s p o n s e s  can  be i n t e r p r e t e d  t o  mean t h a t  most  o f  t h e  i n f o r m a t i o n  
a s k e d  a b o u t  was p e r c e i v e d  a s  i m p o r t a n t  f o r  a n a l y z i n g  a bond i s s u e . "  
In c o mp a r i n g  t h i s  s t u d y  w i t h  t h e  p r e s e n t  o n e ,  a l l  o f  t h e  i t e ms  ( w i t h  
t h e  e x c e p t i o n  o f  c h a n g e s  in f i n a n c i a l  p o s i t i o n ,  d e mo g r a p h i c  i n f o r m a ­
t i o n ,  and o p e r a t i n g  r e v e n u e s  and e x p e n d i t u r e s )  c o n s i d e r e d  i m p o r t a n t  
by B o y e t t  and Gi r oux  a r e  a l s o  c o n s i d e r e d  a s  e s s e n t i a l  by t h e  
r e s p o n d e n t s  in t h e  c u r r e n t  s t u d y .  A g a i n ,  d e b t  d i s c l o s u r e s  and 
i n f o r m a t i o n  on p r o p e r t y  t a x e s  o c c u p y  a p o s i t i o n  o f  g r e a t  i m p o r t a n c e
B o ye t t  and G i r o u x ,  p.  31 .
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in b o t h  s t u d i e s .  T a b l e  4 . 3  a l s o  i n d i c a t e s  t h a t  i n f o r m a t i o n  r e g a r d i n g  
c u r r e n t  a s s e t s  and l i a b i l i t i e s  and  f i x e d  a s s e t  i n f o r m a t i o n  a r e  o f  
l i m i t e d  u s e f u l n e s s  in e v a l u a t i n g  m u n i c i p a l  b onds .  T h i s  r e s u l t  i s  
c o n s i s t e n t  w i t h  t h e  p r e s e n t  s t u d y  f i n d i n g s .
R e f e r e n c e  t o  T a b l e  4 . 1 ,  4 . 2 ,  and 4 . 3  i n d i c a t e s  t h a t  t h e  f i n a n ­
c i a l  s t a t e m e n t s  t h e m s e l v e s  wer e  r a t e d  a s  n o t  b e i n g  o f  t h e  u t mo s t  
i m p o r t a n c e  on t h e  q u e s t i o n n a i r e s .  T h i s  f i n d i n g  in c o n j u n c t i o n  w i t h  
t h e  h i g h e r  mean s c o r e s  o f  summary d a t a  may s u g g e s t  t h a t  t h e  r e s p o n d ­
e n t s  f i n d  t h e  summar i e s  more r e l e v a n t  a n d / o r  e a s i e r  t o  u s e .  Pe r h a p s  
t h e  c o m p l e x i t y  and l e n g t h  o f  t y p i c a l  m u n i c i p a l  f i n a n c i a l  s t a t e m e n t s  
i s  an o b s t a c l e  t o  t h e i r  u s e .
R e g a r d i n g  summary d a t a ,  GAAFR recommends t h a t  one  s e c t i o n  o f  t h e  
a n n u a l  r e p o r t  s h o u l d  c o n t a i n  c o m p r e h e n s i v e  s t a t i s t i c a l  d a t a  f o r  a 
m u n i c i p a l i t y . ' *  T h i s  i n f o r m a t i o n
. . .  i s  i n t e n d e d  t o  p r o v i d e  CAFR ( c o m p r e h e n s i v e  a nnua l  
f i n a n c i a l  r e p o r t )  u s e r s  w i t h  a b r o a d e r  and  more c o m p l e t e  
u n d e r s t a n d i n g  o f  t h e  gov e r n me n t  and  i t s  f i n a n c i a l  s t a t e ­
me n t s  arid s u p p o r t i n g  s c h e d u l e s  i n c l u d e d  in t h e  F i n a n c i a l  
S e c t  i o n .
I tems s i x t y - f i v e  t h r o u g h  s e v e n t y - f i v e  in t h e  c u r r e n t  s t u d y  r e p r e s e n t  
e l e v e n  t a b l e s  recommended by t h e  1968 GAAFR a n d / o r  t h e  c u r r e n t  e d i ­
t i o n  o f  GAAFR. As e v i d e n c e d  by T a b l e  4 . 1 ,  t h e  r e s p o n d e n t s  f e e l  t h a t  
e a c h  o f  t h e  t a b l e s  i s  e i t h e r  e s s e n t i a l  (5) o r  v e r y  i m p o r t a n t  ( 6 ) .
Mu n i c i p a l  F i n a n c e  O f f i c e r s  A s s o c i a t i o n ,  Government a l  A c c o u n t ­
i n g ,  A u d i t i n g ,  and F i n a n c i a l  R e p o r t i n g  ( C h i ca g o ,  111 . :  Mun i c i pa l
F i n a n c e  O f f i c e r s  A s s o c i a t i o n ,  1 9 8 0 ) ,  p .  31•
£
Mu n i c i p a l  F i n a n c e  O f f i c e r s  A s s o c i a t i o n ,  GAAFR, 1980 e d . ,  p.  31.
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C h a p t e r  Two d e t a i l e d  t h e  v a r i o u s  r e s e a r c h  e f f o r t s  o f  i n d i v i d u a l s  
i n t e r e s t e d  in t h e  p r e d i c t i v e  o r  c l a s s i f i c a t o r y  power  o f  a c c o u n t i n g  
i n f o r m a t i o n .  The a c c o u n t i n g  v a r i a b l e s  f ound t o  be o f  i m p o r t a n t  v a l u e  
in t h i s  r e g a r d  wer e  r e l a t e d  t o  d e b t ,  p r o p e r t y  t a x e s ,  s o u r c e s  o f  
r e v e n u e s  and e x p e n d i t u r e s ,  and d e mo g r a p h i c  s t a t i s t i c s .  T a b l e  k . k  
d e t a i l s  some o f  t h e s e  v a r i a b l e s  a l o n g  w i t h  t h e  r e s e a r c h e r s  who 
i n d i c a t e d  t h e  i m p o r t a n c e  o f  t h e  i t e m.
TABLE k . k
SUMMARY OF SIGNIFICANT DISCLOSURE ITEMS
ITEM RESEARCHER(S)
P o p u l a t i o n  s i z e C a r l e t o n  & L e r n e r ,  H o r t o n ,  Raman,  R u b i n f e l d
R a t i o  o f  d e b t  t o  a s s e s s e d  v a l u e C a r l e t o n  & L e r n e r ,  H o r t o n ,  
Pe a c ock
Tax c o l l e c t i o n  r a t e s C a r l e t o n  & L e r n e r ,  Hor t on
G e o g r a p h i c  l o c a t i o n H o r t o n ,  Raman
R a t i o  o f  d e b t  t o  t r u e  v a l u a t i o n Mor t on ,  Pe a c oc k
P e r c e n t a g e  o f  p r o p e r t y  t a x e s  t o  
t o t a l  r e v e n u e Cope l and  & Ingram
Debt  p e r  c a p i t a C a r l e t o n  & L e r n e r ,  P e a c o c k ,  
Raman
P e r c e n t a g e  o f  p r o p e r t y  t a x e s  t o  
t o t a l  t a x e s Pe a c ock
The p e r c e n t a g e  o f  d e b t  t o  r e v e n u e s Cope l a nd  & Ingram,  Raman
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With t h e  e x c e p t i o n  o f  i n f o r m a t i o n  on p o p u l a t i o n  s i z e  and g e o ­
g r a p h i c  l o c a t i o n ,  a l l  o f  t h e  o t h e r  i t e ms  f rom T a b l e  4 . 4  a r e  i n c l u d e d  
in t h e  t o p  o n e - t h i r d  o f  t h e  q u e s t i o n n a i r e  i t e ms  f rom T a b l e  4 . 1 .  
G e o g r a p h i c  and d e mo g r a p h i c  i n f o r m a t i o n  wer e  r a t e d  a s  v e r y  i m p o r t a n t  
by t h e  r e s p o n d e n t s  and we r e  c l a s s i f i e d  in t h e  m i d d l e  o n e - t h i r d  o f  t h e  
i n f o r m a t i o n  i t e ms  f rom T a b l e  4 . 1 .
The i n c l u s i o n  o f  s o  many i t e ms  r e l a t i n g  t o  d e b t  bu r den  and an 
e n t i t y ' s  e conomi c  b a s e  s h o u l d  n o t  be s u r p r i s i n g  a s  t h e s e  f a c t o r s  form 
t h e  b a s i s  o f  a r a t i n g s  e v a l u a t i o n  f o r  t h e  two l a r g e s t  r a t e r s ,  i . e . ,  
Moody ' s  and S t a n d a r d  & P o o r ' s .  A c c o r d i n g  t o  Mo o d y ' s ,  d e b t  and t h e  
d e b t  r a t i o s  t h a t  f o l l o w  f rom i t  a r e  t h e  f i r s t  and mos t  c r u c i a l  f a c ­
t o r s  t o  a n a l y z e :  "The f i r s t  q u e s t i o n  a s k e d  in  t h e  a n a l y s i s  l e a d i n g
t o  a r a t i n g  i s  wha t  h a s  t h e  d e b t o r  p l e d g e d  t o  p a y . " ^  Moody ' s  s t a t e s  
t h a t
The a n a l y s t  i s  c o n c e r n e d  w i t h  t h e  t o t a l  i mpac t  o f  a l l  d e b t  
o b l i g a t i o n s  on t h e  . . . a b i l i t y  o f  t h e  t a x p a y e r s  . . .  t o  
meet  them.  To t h i s  e n d ,  h i s  c e n t r a l  and f i r s t  t a s k  i s  t o  
d e r i v e  a m e a s u r e  o f  t h e  d e b t  b u r d e n .  In s i m p l e s t  t e r m s ,  
t h i s  i s  t h e  r e l a t i o n s h i p  be t ween  t h e  t o t a l  d e b t  bu r den  on 
t h e  t a x  b a s e  in t h e  g o v e r n m e n t a l  u n i t  and t h e  w e a l t h  
l o c a t e d  t h e r e .
The o v e r a l l  n e t  d e b t  i s  r e l a t e d  t o  t h e  b r o a d e s t  and 
mos t  g e n e r a l l y  a v a i l a b l e  m e a s u r e  o f  t h e  w e a l t h  o f  t h e  
c ommuni t y ,  wh i c h  i s  t h e  a s s e s s e d  v a l u a t i o n  o f  a l l  t a x a b l e  
p r o p e r t y  a d j u s t e d  t o  r e f l e c t  m a r k e t  v a l u e  a s  n e a r l y  a s
Moody ' s  I n v e s t o r s  S e r v i c e s ,  I n c . ,  P i t f a l l s  in I s s u i n g  Munic­
i p a l  Bonds (New York:  Moody ' s  I n v e s t o r s  S e r v i c e ,  I n c . ,  1977) , P- 1~3
c i t e d  in R o b e r t  Lamb and  S t e p h e n  P. R a p p a p o r t ,  Mu n i c i p a l  Bonds (New 
York:  McGraw-Hi l l  Book C o . ,  1 9 8 0 ) ,  p .  58 .
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p o s s i b l e .
In c o n t r a s t ,  S t a n d a r d  6 P o o r ' s  s t a t e s :
We c o n s i d e r  an i s s u e r ' s  e conomi c  b a s e  t h e  mos t  c r i t i c a l  
e l e m e n t  in o u r  d e t e r m i n a t i o n  o f  m u n i c i p a l  bond r a t i n g s .  I t  
i s  a x i o m a t i c  t h a t  a c o m m u n i t y ' s  f i s c a l  h e a l t h  d e r i v e s  f rom 
i t s  economi c  h e a l t h .  V i r t u a l l y  a l l  r e v e n u e  s o u r c e s ,  f rom 
s a l e s  and income t a x e s ,  t o  p e r m i t s  and  p r o p e r t y  t a x e s ,  a r e  
a f f e c t e d  by economi c  c o n d i t i o n s . - '
Moody' s  a n a l y s i s ,  c o n c e n t r a t i n g  on d e b t  and d e b t  r a t i o s ,  i s  t h e  
mos t  e s t a b l i s h e d  and t r a d i t i o n a l  a p p r o a c h  t o  e v a l u a t i n g  c r e d i t w o r t h i ­
n e s s .  S t a n d a r d  & P o o r ' s  e v a l u a t i o n  o f  ec onomi c  v i t a l i t y  t a k e s  i n t o  
c o n s i d e r a t i o n  such  i t e ms  a s  income l e v e l s ,  employment  mi x ,  economi c  
g r owt h  r a t e s ,  d e mo g r a p h i c  v a r i a b l e s ,  e t c .  In e x a m i n i n g  t h e  t h i r t y  
i t e ms  h a v i n g  t h e  h i g h e s t  mean s c o r e s  f rom T a b l e  4 . 1 ,  t h e  c o n c l u s i o n  
c o u l d  be drawn t h a t  t h e  r e s p o n d e n t s  f a v o r e d  t h e  more  t r a d i t i o n a l  
a p p r o a c h  o f  Moody ' s .
Lowest  Mean S c o r e s
T a b l e  4 . 5  l i s t s  t h e  t e n  l o w e s t  mean r e s p o n s e  s c o r e s  f rom T a b l e  
4 . 1 .  I n t e r e s t i n g l y ,  t h e  i t e ms  r e l a t i n g  t o  i n s u r a n c e  in f o r c e  (#7)  
and  t h e  u n i t ' s  management  (#3)  a r e  recommended d i s c l o s u r e  i t ems  by 
t h e  MFOA in t h e  1968 e d i t i o n  o f  GAAFR, b u t  n o t  in t h e  c u r r e n t
g
Moody' s  I n v e s t o r s  S e r v i c e s ,  I n c . ,  p .  16 c i t e d  in Lamb and 
R a p p a p o r t ,  p.  58 .
Q
S t a n d a r d  & P o o r ' s  C o r p o r a t i o n ,  Mu n i c i p a l  and I n t e r n a ­
t i o n a l  Bond R a t i n g s :  An Over v i ew (New York:  S t a n d a r d  & P o o r ' s
C o r p o r a t i o n ,  n . d . ) ,  p .  6 ,  8 c i t e d  in Lamb and  R a p p a p o r t ,  p.  58.
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TABLE 4 . 5  
TEN LOWEST MEAN SCORES
STANDARDS
ITEM DESCRIPTION MEAN DEVIATIONS
1. S a l a r i e s  and s u r e t y  bonds  o f  p r i n c i p a l
o f f i c e r s .  1 . 64  1 . 08
2.  F i n a n c i a l  s t a t e m e n t s  p r e p a r e d  on a c u r r e n t
v a l u e  o r  p r i c e - l e v e l  a d j u s t e d  b a s i s .  1 . 78  1 . 29
3.  I n f o r m a t i o n  on t h e  u n i t ' s  management ,  such
a s  names ,  a g e s ,  and  r e s p o n s i b i l i t i e s .  1 . 93  1 .24
4.  I n f o r m a t i o n  p e r t a i n i n g  t o  a c c r u e d  v a c a t i o n
and s i c k  pay .  1 . 97  1.21
5.  Combining s t a t e m e n t s  o f  fund  c h a n g e s  in 
f i n a n c i a l  p o s i t i o n  by fund  t y p e  ( f o r
p r o p r i e t a r y  and f i d u c i a r y  f u n d s ) .  2 . 0 2  1 . 19
6 .  A c o mb i n i n g  s t a t e m e n t  o f  c h a n g e s  in a s s e t s
and l i a b i l i t i e s  f o r  a l l  a g e n c y  f u n d s .  2 . 0 8  1 . 10
7.  S c h e d u l e  o f  i n s u r a n c e  in f o r c e .  2 . 11  1 . 07
8 .  D i s c l o s u r e  o f  i n v e n t o r i e s ,  n o t i n g  a moun t ,  
b a s i s  o f  v a l u a t i o n ,  and t h e  method us e d
t o  d e t e r m i n e  c o s t .  2 . 1 7  1 .13
9.  The s o u r c e  o f  mon i e s  u s e d  t o  a c q u i r e
g e n e r a l  f i x e d  a s s e t s .  2 . 2 6  1 . 18
10.  A c o n s o l i d a t e d  s t a t e m e n t  o f  c h a n g e s  in t h e
un i t ' s equ i t y . 2 . 30 1 . 29
1A0
e d i t i o n .  Al so  i n c l u d e d  in t h e  t e n  l o w e s t  s c o r e s  a r e  i t ems  d e a l i n g  
w i t h  i n v e n t o r i e s  and a c c r u e d  v a c a t i o n  and s i c k  pa y .  The low s c o r e  
r e l a t i n g  t o  i n v e n t o r i e s  may be a t t r i b u t a b l e  t o  t h e  f a c t  t h a t  i n v e n ­
t o r i e s  a r e  no t  u s e d  in t h e  d e t e r m i n a t i o n  o f  income f o r  t h e  m u n i c i ­
p a l i t y  a s  a wh o l e .  However ,  t h e  r e l a t i v e l y  low i m p o r t a n c e  s c o r e  
a t t a c h e d  t o  a c c r u e d  v a c a t i o n  and  s i c k  pay i s  i n t e r e s t i n g  in l i g h t  o f  
t h e  a t t e n t i o n  g i v e n  t h a t  i t em in t h e  l i t e r a t u r e .  In a 1976 s t u d y  
Cooper s  6 Lybrand n o t e :
Very few c i t i e s  d i s c l o s e  t h e i r  a c c r u e d  v a c a t i o n  and s i c k  
l e a v e  d o l l a r  o b l i g a t i o n s .  . . . t h e  f a i l u r e  t o  r e c o g n i z e  
and p r o v i d e  f o r  t h i s  c o s t  may become a c o n t r i b u t i n g  f a c t o r  
t o  s e r i o u s  f i n a n c i a l  d i f f i c u l t i e s  f o r  c i t i e s  o p e r a t i n g  on a
p a y - a s - y o u - g o  b a s i s J ®
L i k e w i s e ,  in Muni c i pa l  Bonds ,  Lamb and  Ra p p a p o r t  e x p r e s s  t h e i r  v i ew 
t h a t  a c c r u e d  v a c a t i o n  and  s i c k  l e a v e  a r e
. . . a n o t h e r  m a j o r  e x p e n s e  a r e a  w i t h  a p o t e n t i a l  l i a b i l i t y  
t o  t h e  g o v e r n m e n t a l  u n i t .  . . . D e s p i t e  t h e  f a c t  t h a t  
m u n i c i p a l  e m p l o y e e s  w i l l  n o t  u s e  t h e i r  v a c a t i o n s  and s i c k  
l e a v e  a l l  a t  o n c e ,  a d e q u a t e  d i s c l o s u r e  i s  n e c e s s a r y  in 
p l a n n i n g  t h e  c a s h  n e e d s  o f  t h e  g o v e r n m e n t a l  u n i t .  . . . 
S e v e r e  f i n a n c i a l  r e p e r c u s s i o n s  can  o c c u r  b e c a u s e  o f  t h e  ^  
l a c k  o f  r e c o g n i t i o n  and  p r o v i s i o n  f o r  t h e s e  l i a b i l i t i e s .
Ta k i ng  i n t o  c o n s i d e r a t i o n  t h e  low mean s c o r e  a s s i g n e d  t o  t h i s  i t e m,  
p e r h a p s  t h e  l a c k  o f  d i s c l o s u r e  in t h i s  a r e a  i s  n o t  so s u r p r i s i n g  
a f t e r  a l l .  I f  u s e r s  do n o t  v a l u e  t h i s  i t em v e r y  h i g h l y ,  t h e n  t h e y
Cooper s  S Lybrand  and  t h e  U n i v e r s i t y  o f  M i c h i g a n ,  D i s c l o s u r e  
P r a t i c e s  o f  t h e  Amer i can  C i t i e s  -  A P u b l i c  R e p o r t  (New York:  Coope r s
& Lybr a nd ,  1 9 7 6 ) ,  pp .  2£}, 31•
11 Lamb and R ap p ap or t ,  p .  267 .
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w i l l  no t  p r e s s u r e  a m u n i c i p a l i t y  t o  f u r n i s h  t h i s  i n f o r m a t i o n .
However ,  one  s h o u l d  n o t e  t h a t  t h e  h i g h  s t a n d a r d  d e v i a t i o n  o f  1.21 f o r  
t h i s  i t em can be c o n s i d e r e d  a s  an i n d i c a t i o n  t h a t  t h e  r e s p o n d e n t s  
were  n o t  c o h e r e n t  in t h e i r  v i ew o f  t h i s  i t e m.
H i g h e s t  S t a n d a r d  D e v i a t i o n s
T a b l e  ^ . 6  d i s p l a y s  t h o s e  i t e ms  w i t h  t h e  t e n  h i g h e s t  s t a n d a r d  
d e v i a t i o n s ,  i . e . ,  t h e  t e n  i t ems  w i t h  t h e  g r e a t e s t  amount  o f  v a r i a t i o n
in r e s p o n s e  s c o r e .  One s h o u l d  n o t e  t h a t  e i g h t  o f  t h e  t e n  i t ems  dea l
w i t h  t h e  f o r m a t  o f  m u n i c i p a l  r e p o r t i n g ,  i . e . ,  f i n a n c i a l  s t a t e m e n t
p r e s e n t a t i o n .  The r e s p o n d e n t s '  l a c k  o f  c o h e s i v e n e s s  in j u d g i n g  t h e s e
e i g h t  i t ems  may v e r y  w e l l  be r e l a t e d  t o  t h e  c o n t r o v e r s y  s u r r o u n d i n g  
combined v e r s u s  c o n s o l i d a t e d  s t a t e m e n t s .  Re g a r d i n g  t h i s  c o n t r o v e r s y ,  
Lamb and Ra p p a p o r t  n o t e  t h a t  t h r o u g h  S t a t e m e n t  1 , t h e  NCGA
. . . e n c o u r a g e s  m u n i c i p a l i t i e s  t o  a g g r e g a t e  a l l  f u n d s
s t a t e m e n t s  i n t o  o n e  column o f  a c c o u n t  g r o u p s ,  b u t  r e q u i  r e s  
p r e s e n t a t i o n  o f  t h e  g r o u p i n g  o f  a l l  e i g h t  co lumns  o f  f u n d s  
o f  a homogeneous  n a t u r e  ( e . g . ,  f i x e d  a s s e t  g r o u p ,  l o n g - t e r m  
d e b t  g r o u p  o f  a c c o u n t s ) .  Thus ,  even  i f  a m u n i c i p a l i t y  has
100 f u n d s ,  i t  i s  e x p e c t e d  t o  g r ou p  them i n t o  e i g h t  g r o u p s
o f  f u n d s J 2
In t e r ms  o f  m u n i c i p a l  a c c o u n t i n g ,  combi ned  s t a t e m e n t s  a r e  recommended 
o v e r  c o n s o l i d a t e d  s t a t e m e n t s  l a r g e l y  b e c a u s e  o f  t h e  l e g a l  n a t u r e  o f  
g o v e r n m e n t a l  f u n d s .  C o n s o l i d a t i o n  would o b s c u r e  t h e  l e g a l  and o t h e r  
c o n t r a c t u a l  r e s t r i c t i o n s  whi ch  r e q u i r e  t h e  r e p o r t i n g  o f  s e p a r a t e  
f u n d s  and a c c o u n t  g r o u p s .  A d d i t i o n a l l y ,  c o n s o l i d a t i o n  i s  d e t e r m i n e d
12
Lamb and Rappaport ,  p. 268 .
TABLE k . G  
TEN HIGHEST STANDARD DEVIATIONS
1 k l
ITEM DESCRIPTION
1. I n d i v i d u a l  b a l a n c e  s h e e t s  f o r  e a c h  f und  and  a c c o u n t  
g r o u p .
2 .  I n d i v i d u a l  s t a t e m e n t s  o f  r e v e n u e s ,  e x p e n s e s ,  and 
c h a n g e s  in r e t a i n e d  e a r n i n g s  ( o r  e q u i t y )  and  c h a n g e s  
in f i n a n c i a l  p o s i t i o n  f o r  e a c h  fund  ( f o r  p r o p r i e t a r y  
and f i d u c i a r y  f u n d s ) .
3.  F i n a n c i a l  s t a t e m e n t s  p r e p a r e d  on a c u r r e n t  v a l u e  o r  
p r i c e - l e v e l  a d j u s t e d  b a s i s .
k .  I n d i v i d u a l  s t a t e m e n t s  o f  r e v e n u e s ,  e x p e n d i t u r e s ,  and
c h a n g e s  in f und  b a l a n c e  f o r  e a c h  fund  ( g o v e r n m e n t a l  
f u n d s ) .
5.  A c o n s o l i d a t e d  s t a t e m e n t  o f  c h a n g e s  in t h e  u n i t ' s  
equ i t y .
6.  A c o n s o l i d a t e d  b a l a n c e  s h e e t  f o r  a l l  f u n d s  and 
a c c o u n t  g r o u p s .
7.  Combining b a l a n c e  s h e e t s  f o r  a l l  f u n d s  o f  e a c h  t y p e .
8 .  The i n t e r e s t  and p e n a l t y  c h a r g e d  on d e l i n q u e n t  t a x e s .
9 .  I n f o r m a t i o n  on t h e  u n i t ' s  management ,  s u c h  a s  names ,  
a g e s ,  and r e s p o n s i b i l i t i e s .
10.  A combi ned  s t a t e m e n t  o f  r e v e n u e s ,  e x p e n d i t u r e s ,  and
c h a n g e s  in f und  b a l a n c e s  -  b u d g e t  and a c t u a l  -  f o r  








1. 28  
1 . 27  
1 . 25
1 . 2k  
1 . 23
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on an o w n e r s h i p  b a s i s  a s  o r i g i n a l l y  o u t l i n e d  in A c c o u n t i n g  Re s e a r c h  
Bui l e t  in No. 51 and  c o d i f i e d  in APB Op i n i on  No. 1 8 . S i n c e  t h e r e  a r e  
no " e q u i t y  i n t e r e s t s "  p r e s e n t  in a m u n i c i p a l i t y ,  and l e g a l  r e q u i r e ­
ment s  d e t e r m i n e d  whi ch  a g e n c i e s  a r e  i n c l u d e d  o r  e x c l u d e d  f rom a 
m u n i c i p a l i t y ' s  j u r i s d i c t i o n ,  t h e  t a s k  o f  d e t e r m i n i n g  wha t  t h e  p r o p e r  
g o v e r n me n t a l  e n t i t y  t o  r e p o r t  on i s  v e r y  d i f f i c u l t .
However ,  p r o p o n e n t s  o f  c o n s o l i d a t e d  s t a t e m e n t s  a r g u e  t h a t  many 
i n d i v i d u a l  commerc i a l  e n t i t i e s  a r e  r e q u i r e d  t o  r e p o r t  t o  s t o c k ­
h o l d e r s ,  c r e d i t o r s ,  e t c . ,  b e c a u s e  o f  ( t h e  e n t i t i e s ' )  s e p a r a t e l y
13i s s u e d  d e b t  o r  e q u i t y .  Y e t ,  d e s p i t e  t h e s e  r e s t r i c t i o n s
. . . c o n s o l i d a t e d  s t a t e m e n t s  a r e  r e q u i r e d  f o r  c o r p o r a t i o n s  
t o  r e f l e c t  t h e  o v e r a l l  ( f i n a n c i a l )  p o s i t i o n  and r e s u l t s  o f  
t h e  s e p a r a t e  l e g a l  e n t i t i e s  o p e r a t i n g  a s  a s i n g l e  e conomi c  
e n t  i t y . 14
Davi dson  e t  a l . ,  c o n c l u d e  t h a t
J u s t  a s  i t  i s  n e c e s s a r y  t o  " p i e r c e  t h e  c o r p o r a t e  v e i l "  t o  
o b t a i n  m e a n i n g f u l  c o r p o r a t e  r e p o r t s ,  so i t  i s  n e c e s s a r y  t o  
p i e r c e  t h e  fund  v e i l  t o  o b t a i n  t h e  mos t  me a n i n g f u l  g o v e r n ­
men t a l  r e p o r t s . 15
The c o n t r o v e r s y  c o n t i n u e s ,  and  t o  d a t e  c o n s o l i d a t e d  f i n a n c i a l  s t a t e ­
me n t s  a r e  g e n e r a l l y  n o t  p r e s e n t e d  by m u n i c i p a l i t i e s ,  p o s s i b l y  b e c a u s e  
t h e  p r e s e n t a t i o n  o f  c o n s o l i d a t e d  s t a t e m e n t s  by m u n i c i p a l i t i e s  i s
13 S i d n e y  Da v i d s on  a nd  o t h e r s ,  F i n a n c i a l  R e p o r t i n g  by S t a t e  
and  Local  Government a l  U n i t s  ( C h i c a g o ,  111 . :  U n i v e r s i t y  o f  
C h i c a g o ,  1 9 7 7 ) ,  P» 24.
14 Davi ds on  and  o t h e r s ,  p .  24 .
^  Davidson and o t h e r s ,  p. 24.
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c o n s i d e r e d  not  to  be in conformance w i t h  GAAP by t h e  AICPA.
Summary
R e f e r e n c e  t o  T a b l e  4 . 1  r e v e a l s  t h a t  o f  t h e  t h i r t y  i t e ms  t h e  
r e s p o n d e n t s  r a t e  a s  e s s e n t i a l ,  s e v e n t e e n  (57 p e r c e n t )  r e l a t e  t o  d e b t ,  
and s e ven  (23 p e r c e n t )  i t e ms  d e a l  w i t h  p r o p e r t y  t a x e s .  Of t h e  
r e m a i n i n g  f i v e ,  two i t e ms  a r e  c o n c e r n e d  w i t h  c a p i t a l  e x p e n d i t u r e  
i n f o r m a t i o n ,  o n e  w i t h  t h e  s o u r c e s  o f  t a x  r e v e n u e s ,  and two de a l  w i t h  
s u p p l e m e n t a l  d i s c l o s u r e s  ( l a c k  o f  c o m p l i a n c e  w i t h  l e g a l  p r o v i s i o n s  
and  d e s c r i p t i o n s  o f  d e v i a t i o n s  f rom t h e  b u d g e t s ) .  I n t e r e s t i n g l y ,  
o n l y  f o u r  o f  t h e  t h i r t y  i t e ms  a r e  GAAP- r e l a t e d  d i s c l o s u r e  i t e m s .
None o f  th e  t h i r t y  e s s e n t i a l  i t ems have a n y t h i n g  to  do w i t h  t h e  form 
o r  c o n t e n t  o f  t h e  f i n a n c i a l  s t a t e m e n t s .  A p p a r e n t ly ,  much o f  t h e  
in fo r m a t io n  i s  c o n s i d e r e d  e s s e n t i a l  f o r  d e c i s i o n - m a k i n g  by the  
re sp o n d e n t s  i s  not  found in t h e  f i n a n c i a l  s t a t e m e n t s  t h e m s e l v e s .  
Perhaps th e  c o m p l e x i t y  and l e n g t h  o f  fund a c c o u n t i n g  f i n a n c i a l  
s t a t e m e n t s  makes them hard to  u s e .
F o r t y - f o u r  o f  t h e  i n f o r m a t i o n  i t e ms  a r e  r e g a r d e d  a s  v e r y  i mpor ­
t a n t  by t h e  s e c u r i t y  d e a l e r s  a s  shown in T a b l e  4 . 1 .  I n c l u d e d  in t h e s e  
i t e ms  a r e  t h e  b a s i c  g o v e r n m e n t a l  f i n a n c i a l  s t a t e m e n t s  ( e x c l u d i n g  
c o m b i n i n g  s t a t e m e n t s ) ,  GAAP-type d i s c l o s u r e s ,  and s u p p o r t i n g  s c h e d ­
u l e s  a s  recommended in GAAFR. A d d i t i o n a l l y ,  t h e  r e s p o n d e n t s  f i n d  a 
d i s c u s s i o n  o f  economi c  i n f l u e n c e s  and t r e n d s ,  h i s t o r i c a l  s umma r i e s ,  
and  employment  d a t a  t o  be  v e r y  i m p o r t a n t  i t e ms  t h a t  a r e  n o r m a l l y  n o t  
d i s c l o s e d .
S e c u r i t y  d e a l e r s  p e r c e i v e  s i x t e e n  o f  t h e  i t e ms  (18 p e r c e n t )  a s
H 5
o n l y  m o d e r a t e l y  i m p o r t a n t .  In t h i s  c a t e g o r y  a r e  s e v e r a l  i t ems  
d e a l i n g  w i t h  t h e  c o mb i n i n g  form o f  g o v e r n me n t a l  f und  s t a t e m e n t s .
T h i s  form o f  s t a t e m e n t  p r o v i d e s  a dde d  d e t a i l  t h a t  t h e  s e c u r i t y  
d e a l e r s  a p p a r e n t l y  do n o t  s t r o n g l y  d e s i r e .  S e v e r a l  i t e ms  which 
u s u a l l y  a r e  i n c l u d e d  in t h e  b a s i c  f i n a n c i a l  s t a t e m e n t s  o f  a m u n i c i ­
p a l i t y  a p p e a r  t o  be o f  l i m i t e d  u s e f u l n e s s  in a c r e d i t  e v a l u a t i o n ,  
i n c l u d i n g  i n v e n t o r i e s ,  p r e p a i d  e x p e n s e s ,  and c e r t a i n  f i x e d  a s s e t  
i n f o r m a t  i o n .
O v e r a l l ,  c a u t i o n  s h o u l d  be e x e r c i s e d  in t h e  i n t e r p r e t a t i o n  o f  
t h e  r e s u l t s  o f  t h i s  s u r v e y ,  i n  t h a t  t h e  i n f o r m a t i o n  r e s u l t i n g  f rom 
t h e  d i s c l o s u r e  o f  t h e s e  i t e ms  r e s u l t s  in no c o s t s  t o  t h e  s e c u r i t y  
d e a l e r s .  The s e c u r i t y  d e a l e r s '  r e s p o n s e s  may r e f l e c t  t h e  a t t i t u d e  
t h a t  t h e  more i n f o r m a t i o n ,  t h e  b e t t e r .
The Annual  Re p o r t  Sample E v a l u a t i o n
The a nnua l  r e p o r t  s a mp l e  was s e l e c t e d  f rom t h e  p o p u l a t i o n  o f  
c i t i e s  h a v i n g  5 0 , 0 0 0  i n h a b i t a n t s  o r  more  a s  o f  1979- 80 .  T h i s  p o p u l a ­
t i o n  t o t a l e d  ^41 c i t i e s .
The m e t h o d o l o g y  u t i l i z e d  f o r  t h e  a u d i t  s t a t u s  a n a l y s i s  c a l l e d  
f o r  c a t e g o r i z i n g  t h e  4^1 c i t i e s  i n t o  two s u b s a m p l e s  o f  c i t i e s  t h a t  
i s s u e d  a u d i t e d  a nnua l  r e p o r t s  and  c i t i e s  t h a t  i s s u e d  r e p o r t s  t h a t  
wer e  n o t  a u d i t e d .  A f t e r  t h e  two s u b s a m p l e s  wer e  i d e n t i f i e d ,  m a t c h i n g  
v a r i a b l e  i n f o r m a t i o n  would  t h e n  be o b t a i n e d  f o r  e a c h  c i t y  in t h e  
s u b s a m p l e s .  The a u d i t e d  and  n o t  a u d i t e d  c i t y  a n n u a l  r e p o r t s  c o u l d  
t h e n  be mat ched  and a n n u a l  r e p o r t s  woul d  be o b t a i n e d  f rom o n l y  t h e  
c i t i e s  t h a t  were  m a t c h e d .
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The d e t e r m i n a t i o n  o f  wh i c h  o f  t h e  441 c i t i e s  i s s u e d  a u d i t e d  
a nnua l  r e p o r t s  and wh i c h  i s s u e d  r e p o r t s  t h a t  we r e  n o t  a u d i t e d  was 
a n e c e s s a r y  f i r s t  s t e p  in t h e  m a t c h i n g  p r o c e s s .  However ,  t h i s  
r e s e a r c h e r  c o u l d  f i n d  no d a t a  s o u r c e  t h a t  c o n t a i n e d  t h e  a u d i t  s t a t u s  
i n f o r m a t i o n .  T h e r e f o r e ,  a l e t t e r  o f  i n q u i r y  was s e n t  t o  t h e  s t a t e  o r  
l e g i s l a t i v e  a u d i t o r  in e a c h  o f  t h e  f o r t y - n i n e  s t a t e s  h a v i n g  c i t i e s  
w i t h  p o p u l a t i o n s  o f  5 0 , 0 0 0  and g r e a t e r .  (Al l  c i t i e s  in Vermont  had 
p o p u l a t i o n s  be low 5 0 , 0 0 0 . )  A copy  o f  t h e  l e t t e r  i s  p r e s e n t e d  in 
Appendi x  E. Each l e t t e r  l i s t e d  t h e  c i t i e s  in a n  a u d i t o r ' s  p a r t i c u l a r  
s t a t e  t h a t  met  t h e  p o p u l a t i o n  c r i t e r i o n .  The l e t t e r  a s k e d  w h e t h e r  
t h e  c i t i e s  mos t  r e c e n t l y  c o m p l e t e d  a nnua l  r e p o r t s  wer e  a u d i t e d  by an 
i n d e p e n d e n t  CPA. The p o t e n t i a l  r e s p o n d e n t s  wer e  a s k e d  t o  i n d i c a t e  by 
a c h e c k  mark w h e t h e r  e a c h  c i t y ' s  r e p o r t  was a u d i t e d  o r  n o t  a u d i t e d ,  
and i f  a u d i t e d ,  t h e  a u d i t i n g  CPA f i r m ' s  name.  The r e s e a r c h e r  hoped 
t h a t  i f  a r e s p o n d e n t  s e a r c h e d  f o r  and  p r o v i d e d  t h e  name o f  t h e  
a u d i t i n g  f i r m ,  more c r e d i b i l i t y  c o u l d  be a t t a c h e d  t o  h i s  o r  h e r  
r e s p o n s e  r e g a r d i n g  a u d i t  s t a t u s .
F o r t y - e i g h t  o f  t h e  f o r t y - n i n e  l e t t e r s  were  r e t u r n e d  w i t h  mixed 
r e s u l t s .  Some o f  t h e  r e s p o n d e n t s  p r o v i d e d  t h e  i n f o r m a t i o n  r e q u e s t e d  
r e g a r d i n g  a u d i t  s t a t u s  a n d ,  when n e c e s s a r y ,  t h e  a u d i t i n g  f i r m .  Ot h e r  
r e s p o n d e n t s  i n d i c a t e d  c i t y  a u d i t  s t a t u s  a s  a u d i t e d ,  bu t  n e g l e c t e d  to  
i n d i c a t e  t h e  a u d i t i n g  f i r m ,  t h e r e b y  c r e a t i n g  some d o u b t  a s  t o  t h e  
v a l i d i t y  o f  t h e  r e s p o n s e .  A d d i t i o n a l l y ,  some r e s p o n d e n t  a u d i t o r s  
( f r om s e v e r a l  l a r g e  s t a t e s  c o n s i s t i n g  o f  135 c i t i e s  o r  3 0 . 6% o f  t h e  
t o t a l  c i t y  p o p u l a t i o n  in t h e  s t u d y ) ,  s t a t e d  t h a t  t h e i r  r e s p e c t i v e  
s t a t e s  d i d  n o t  m a i n t a i n  r e c o r d s  on t h e  r e q u e s t e d  i n f o r m a t i o n .
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A l s o ,  c u r r e n t  t o t a l  d e b t  I n f o r m a t i o n  (a m a t c h i n g  v a r i a b l e ) ,  
c o u l d  n o t  be c o n f i r m e d  t h r o u g h  Moody ' s  Mun i c i pa l  Manual a s  o r i g i n a l l y  
p l a n n e d  b e c a u s e  t h e  manual  l i s t s  o n l y  c u r r e n t  c i t y  f i n a n c i a l  i n f o r ­
m a t i o n  f o r  new i s s u e s  o f  b o n d s .  T h a t  i s ,  i f  a c i t y  had n o t  i s s u e d  
bonds  f o r  f i v e  y e a r s ,  t h e  mos t  c u r r e n t  f i n a n c i a l  i n f o r m a t i o n  would be 
f i v e  y e a r s  o l d .  T h e r e f o r e ,  t h e  r e s e a r c h e r  w r o t e  d i r e c t l y  t o  e a c h  o f  
t h e  441 c i t i e s  and r e q u e s t e d  a copy  o f  t h e i r  mos t  r e c e n t l y  c o mp l e t e d  
a n n u a l  r e p o r t .
The 1980 e d i t i o n  o f  t h e  The Mun i c i pa l  Year  Book was a c q u i r e d  
whi ch  l i s t e d  c e r t a i n  f i n a n c i a l  a nd  n o n - f i n a n c i a 1 i n f o r m a t i o n  f o r  U.S.  
c i t i e s  w i t h  p o p u l a t i o n s  o f  2 5 , 0 0 0  o r  g r e a t e r .  The y e a r b o o k  a l s o  
l i s t e d  e a c h  c i t y ' s  c h i e f  f i n a n c i a l  o f f i c e r  a s  o f  December  31 .  1979- 
A l e t t e r  was s e n t  t o  e a c h  o f  t h e s e  i n d i v i d u a l s  r e q u e s t i n g  a copy  o f  
t h e  c i t y ' s  most  r e c e n t l y  c o m p l e t e d  a n n u a l  r e p o r t .  A copy  o f  t h i s  
l e t t e r  i s  Appe nd i x  F.
From Augus t  1,  1980 t o  J a n u a r y  15,  1981,  t h r e e  s e p a r a t e  r e q u e s t s  
were  s e n t  t o  t h e s e  c h i e f  f i n a n c i a l  o f f i c e r s  f o r  c o p i e s  o f  t h e i r  
c i t i e s '  a nnua l  r e p o r t s .  The c u t o f f  d a t e  f o r  r e c e i p t  o f  t h e s e  r e p o r t s  
was March 1,  19 8 1. T a b l e  4 . 7  d e t a i l s  t h e  r e s u l t s  o f  t h e  r e q u e s t s  f o r  
a n n u a l  r e p o r t s  and a l s o  t h e  a u d i t  s t a t u s  o f  t h e  r e p o r t s  r e c e i v e d .
An a t t e m p t  was made t o  p a i r  e a c h  o f  t h e  e i g h t y - f i v e  annua l  
r e p o r t s  f rom t h e  " n o t  a u d i t e d "  s u b s a m p l e  w i t h  a c o n s t i t u e n t  f rom t h e  
" a u d i t e d "  s u b s a m p l e  u s i n g  a l l  t h r e e  o f  t h e  m a t c h i n g  v a r i a b l e s .  Those  
v a r i a b l e s  wer e  f i s c a l  y e a r - e n d ,  p o p u l a t i o n ,  and t o t a l  bonded d e b t .  
F o r t y  o f  t h e  " n o t  a u d i t e d "  a n n u a l  r e p o r t s  c o u l d  n o t  be mat ched  u s i n g  
t h e  a f o r e m e n t i o n e d  c r i t e r i a  and t h e r e f o r e  t h e  r e s u l t  was a s ampl e  o f
1A8
TABLE k . l  
ANNUAL REPORT REQUESTS
C i t i e s  G r e a t e r R e p o r t s No Re p o r t Ref us ed No Re p o r t No
Than o r  Equal  
t o  50 , 0 0 0
Rece i ved 1s s ue d t o  Send Ava i l a b l e Response
Number kk] 339 9 3 6 8b
P e r c e n t  
......... .. .
100 .0 7 6 . 9 2 . 0 0 . 7 1 . b 1 9 . 0
AUDIT REPORT STATUS
Aud i t e d Not A u d i t e d T o t a l
Number 25^ 85 339
P e r c e n t 7b.  9 25.1 1 0 0 . 0
1 6f o r t y - f i v e  mat ched  p a i r s .  A l i s t  o f  t h e  mat ched  c i t i e s  a l o n g  w i t h  
t h e i r  r e s p e c t i v e  m a t c h i n g  v a r i a b l e  i n f o r m a t i o n  a p p e a r s  in Appendi x  C.
The o r i g i n a l  m a t c h i n g  p r o c e s s  p r o d u c e d  f o r t y - s i x  m a t c h e d -  
p a i r s .  However ,  two c i t y  a nnua l  r e p o r t s  ( b o t h  wer e  " n o t  a u d i t e d , "  
one  ma t c hed  and one  u n m a t c h e d ) ,  were  d i s c o v e r e d  t o  c o n t a i n  l a n g u a g e  
i n d i c a t i n g  t h a t  t h e y  had been a u d i t e d  by an i n d e p e n d e n t  CPA and had 
r e c e i v e d  a " c l e a n  o p i n i o n . "  An a u d i t o r ' s  r e p o r t  was n o t  i n c l u d e d  in 
e i t h e r  c i t y  a nnua l  r e p o r t .  A q u e s t i o n  i mm e d i a t e l y  came t o  mind in 
l i g h t  o f  t h i s  f i n d i n g .  Th a t  i s ,  c o u l d  a l l  o r  some o f  t h e  r e p o r t s  
c l a s s i f i e d  a s  " n o t  a u d i t e d "  a c t u a l l y  have  been a u d i t e d ?  A c c o r d i n g l y ,  
t h e  f i n a n c e  o f f i c e r s  f o r  e a c h  o f  t h e  r e m a i n i n g  f o r t y - f i v e  " n o t  a u d i t ­
e d "  c i t i e s  were  c o n t a c t e d  by t e l e p h o n e .  Each f i n a n c e  o f f i c e r  i n d i ­
c a t e d  t h a t  t h e i r  r e s p e c t i v e  c i t y  had n o t  been  a u d i t e d  by an i n d e p e n d ­
e n t  CPA d u r i n g  t h e  c u r r e n t  y e a r .  T h i s  r e s p o n s e  was n o t  s u r p r i s i n g  in 
l i g h t  o f  t h e  s t a t e  o f  d i s c l o s u r e  e x h i b i t e d  i n  t h e  s u b s a mp l e  o f  " n o t  
a u d i t e d "  a n n u a l  r e p o r t s .  T h i s  i s ,  a p p r o x i m a t e l y  s e v e n t y  p e r c e n t  o f  
t h e  f o r t y - f i v e  r e p o r t s  in t h i s  c l a s s i f i c a t i o n  we r e  m e r e l y  expa nded  
s t a t e m e n t s  o f  r e c e i p t s  a nd  d i s b u r s e m e n t s  and a l m o s t  n i n e t y  p e r c e n t  o f  
t h e  r e p o r t s  d i d  n o t  c o n t a i n  a ny  t y p e  o f  f o o t n o t e  d i s c l o s u r e .
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Examini ng  and Me a s u r i ng  t h e  E x t e n t  o f  D i s c l o s u r e
As s t a t e d  in t h e  p r e c e d i n g  c h a p t e r ,  e i g h t y - t h r e e  o f  t h e  n i n e t y  
q u e s t i o n n a i r e  i t e ms  we r e  u s e d  t o  m e a s u r e  t h e  e x t e n t  o f  d i s c l o s u r e  in 
e a c h  o f  t h e  n i n e t y  a n n u a l  r e p o r t s  by s c o r i n g  e a c h  o f  t h e  r e p o r t s .
Th r e e  s c o r e s  wer e  c a l c u l a t e d  f o r  e a c h  r e p o r t .  The f i r s t  s c o r e  me a s ­
u r e d  t h e  maximum amount  o f  i n f o r m a t i o n  t h a t  c o u l d  be d i s c l o s e d  by a 
c i t y  in i t s  a nnua l  r e p o r t  b a s e d  upon t h e  q u e s t i o n n a i r e  i t e ms  a p p l i ­
c a b l e  t o  t h a t  c i t y ' s  r e p o r t .  A s e c o n d  s c o r e  r e p r e s e n t e d  t h e  amount  
o f  i n f o r m a t i o n  t h a t  was a c t u a l l y  p r e s e n t e d  in a c i t y ' s  a nnua l  r e p o r t .  
The s e  two s c o r e s  wer e  u s e d  t o  form a t h i r d  s c o r e ,  a r a t i o  t h a t  i n d i ­
c a t e d  t h e  a c t u a l  amount  o f  i n f o r m a t i o n  p r e s e n t e d  in a r e p o r t  e x p r e s s e d  
a s  a p e r c e n t a g e  o f  t h e  maximum amount  o f  i n f o r m a t i o n  t h a t  c o u l d  have  
been p r e s e n t e d .  T h i s  r a t i o  was c a l l e d  t h e  r e l a t i v e  d i s c l o s u r e  s c o r e  
and s e r v e d  a s  t h e  d e p e n d e n t  v a r i a b l e .  The maximum, a c t u a l ,  and 
r e l a t i v e  d i s c l o s u r e  s c o r e s  a p p e a r  i n  Appendi x  C. A r e v i e w  o f  Appendi x  
C shows t h a t  t h e  s c o r e s  we r e  g e n e r a l l y  low,  i n d i c a t i n g  t h a t  a l a r g e  
number  o f  t h e  i n f o r m a t i o n  i t e ms  f rom t h e  q u e s t i o n n a i r e  were  n o t  
p r e s e n t e d  in t h e  a n n u a l  r e p o r t s  i n c l u d e d  in t h i s  s t u d y .
S t a t i s t i c a l  T e s t s  Used in t h e  E x a m i n a t i o n
o f  t h e  E x t e n t  o f  D i s c l o s u r e
A s t a t i s t i c a l  a n a l y s i s  was p e r f o r m e d  t o  t e s t  f o r  a r e l a t i o n s h i p  
be t we en  t h e  e x t e n t  o f  d i s c l o s u r e  ( t h e  r e l a t i v e  d i s c l o s u r e  s c o r e s )  and 
two c i t y  c h a r a c t e r i s t i c s  -  a n n u a l  r e p o r t  a u d i t  s t a t u s  and c i t y  s i z e .  
N o n p a r a m e t r i c  t e s t s  we r e  u t i l i z e d  in  t h e  a n a l y s i s .
AUDIT STATUS EFFECT
The n u l l  h y p o t h e s i s  t e s t e d  was s t a t e d  a s :
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H : T h e r e  i s  no a s s o c i a t i o n  be t ween  t h e  e x t e n t  o f  d i s c l o s u r e
in a c i t y ' s  a n n u a l  r e p o r t  and  w h e t h e r  o r  n o t  t h a t  c i t y ' s  
a nnua l  r e p o r t  i s  a u d i t e d  by an  i n d e p e n d e n t  CPA.
To t e s t  t h e  n u l l  h y p o t h e s i s  c o n c e r n i n g  t h e  r e l a t i o n s h i p  be t ween  a u d i t  
r e p o r t  s t a t u s  and  t h e  e x t e n t  o f  d i s c l o s u r e ,  t h e  Wi l coxon m a t c h e d - p a i r s , 
s i g n e d - r a n k s  t e s t ^  was c h o s e n  b e c a u s e  t h e  v a r i a b l e s  were  me a s u r e d  in 
an o r d i n a l  s c a l e  b o t h  w i t h i n  and be t we en  p a i r s .  The Wi l coxon i s  t h e  
most  a p p r o p r i a t e  t e s t  f o r  t h e  a n a l y s i s  o f  v a r i a b l e s  o f  t h i s  t y p e .
The m a t c h e d - p a i r s  s a mp l e  c o n s i s t e d  o f  t h e  n i n e t y  c i t i e s  l i s t e d  in 
Append i x  C. Us i ng  a o n e - t a i l e d  t e s t  r e s u l t e d  in an  o b s e r v e d  d i f f e r ­
e n c e  t h a t  was s i g n i f i c a n t  a t  t h e  .00001 p r o b a b i l i t y  l e v e l  i n d i c a t i n g  
t h a t  c i t y  a nnua l  r e p o r t s  c o n t a i n i n g  an a u d i t  r e p o r t  e x h i b i t e d  a 
g r e a t e r  d e g r e e  o f  d i s c l o s u r e  t h a n  c i t y  a n n u a l  r e p o r t s  t h a t  d i d  n o t  
c o n t a i n  an a u d i t  r e p o r t .  The f a c t o r  a u d i t  s t a t u s  was t h u s  f ound  t o  
be s t a t i s t i c a l l y  s i g n i f i c a n t  u t i l i z i n g  a n o n p a r a m e t r i c  t e c h n i q u e .
SIZE (POPULATION) EFFECT
The d e g r e e  o f  a s s o c i a t i o n  be t we en  c i t y  s i z e  ( a s  me a s u r e d  by
p o p u l a t i o n )  and t h e  e x t e n t  o f  d i s c l o s u r e  was me a s u r e d  by t h e  u s e  o f
18t h e  Ke nda l l  r a n k  c o r r e l a t i o n  c o e f f i c i e n t :  t a u .  Tau m e a s u r e s  t h e
1 9d e g r e e  o f  a g r e e m e n t  be t we e n  two s e t s  o f  r a n k s .  The two s e t s  o f  
r a n k s  were  t h e  d i s c l o s u r e  s c o r e s  and p o p u l a t i o n s  f o r  e a c h  o f  t h e  
s u b s a m p l e s  o f  " a u d i t e d "  a nd  " n o t  a u d i t e d "  c i t y  a nnua l  r e p o r t s .  The 
n u l l  h y p o t h e s i s  t e s t e d  was s t a t e d  a s :
^  Wayne W. D a n i e l ,  A p p l i e d  N o n p a r a m e t r i c  S t a t i s t i c s  ( B o s t o n ,  
M a s s . :  Houghton M i f f l i n  Company,  1 978 ) ,  pp .  13 5 “ 139-
1ft
D a n i e l , pp .  3 0 6 - 3 1 ^ .
^  Dan i e l , p.  308 .
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H : The r e  i s  no a s s o c i a t i o n  be t ween  t h e  e x t e n t  o f  a c i t y ' s
d i s c l o s u r e  in i t s  a n n u a l  r e p o r t  and t h e  s i z e  o f  t h a t  
c i t y .
The u s e  o f  K e n d a l l ' s  t a u  w i t h  t h e  d a t a  f rom t h e  s u b s am p l e s  o f  
" a u d i t e d "  and " n o t  a u d i t e d "  a n n u a l  r e p o r t s  r e s u l t e d  in t a u  v a l u e s  o f  
0 . 2 6  and 0 . 1 5  r e s p e c t i v e l y .  The r e s u l t i n g  t a u  v a l u e s  we r e  p o s i t i v e ,  
and  i n d i c a t e d  a s l i g h t  a s s o c i a t i o n  be t ween  c i t y  s i z e  and t h e  e x t e n t  
o f  d i s c l o s u r e .  At  b o t h  t h e  0 . 0 5  and 0 .01 p r o b a b i l i t y  l e v e l s ,  t h e  
n u l l  h y p o t h e s i s  o f  no a s s o c i a t i o n  was r e j e c t e d  f o r  t h e  " a u d i t e d "  
s u b s a m p l e ,  and n o t  r e j e c t e d  f o r  t h e  s u b s a m p l e  o f  c i t i e s  whose  annua l  
r e p o r t s  wer e  " n o t  a u d i t e d . "  The c o n c l u s i o n  was drawn t h a t  t h e r e  
t e n d e d  t o  be a s t a t i s t i c a l l y  s i g n i f i c a n t  a s s o c i a t i o n  be t ween  c i t y  
s i z e  and t h e  e x t e n t  o f  d i s c l o s u r e  in a u d i t e d  a n n u a l  r e p o r t s ,  w h i l e  no 
such  a s s o c i a t i o n  e x i s t e d  f o r  r e p o r t s  t h a t  we r e  n o t  a u d i t e d .
I t e m - b y - l t e m  Summary
As p r e v i o u s l y  s t a t e d ,  Append i x  D l i s t s  e a c h  o f  t h e  n i n e t y  
i n f o r m a t i o n  i t e ms  by mean s c o r e  r a n k .  The a p p e n d i x  s umma r i z es  t h e  
i t e ms  o f  i n f o r m a t i o n  on an i t e m - b y - i t e m  b a s i s .  The p u r p o s e  o f  t h i s  
d i s c u s s i o n  i s  t o  e xa mi ne  t h e  l e v e l  o f  d i s c l o s u r e  in p u b l i s h e d  mu n i c ­
i p a l  a nnua l  r e p o r t s  on a n  i t e m b a s i s  r a t h e r  t h a n  on an a nnua l  r e p o r t  
b a s i  s .
E x a m i n a t i o n  o f  t h e  a p p e n d i x  r e v e a l s  t h a t  column one  r e p r e s e n t s  
t h e  mean s c o r e  g i v e n  t h e  i t e ms  by t h e  s e c u r i t y  d e a l e r s  who r e s p o n d e d  
t o  t h e  s u r v e y .  Column two d e t a i l s  t h e  r a n k s  o f  t h e  i n f o r m a t i o n  i t e ms  
t o  be u s e d  in t h e  f o l l o w i n g  a n a l y s i s .  Columns (3a)  and (3b)  r e p r e ­
s e n t  t h e  i t em means  o b t a i n e d  by t o t a l i n g  t h e  s c o r e s  f o r  e a c h  i t em 
a c r o s s  a l l  c i t y  r e p o r t s  ( f o r  e a c h  o f  t h e  r e p o r t  s u b s a m p l e s ) ,  and
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d i v i d i n g  t h e  t o t a l  f o r  e a c h  i t em by t h e  number  o f  c i t y  r e p o r t s  t o  
whi ch  t h e  i t e m i s  a p p l i c a b l e .  Columns (4a)  and (4b)  d e t a i l  t h e  
d i s c l o s u r e / i m p o r t a n c e  r a t i o  f o r  e a c h  i t e m b a s e d  on a r a t i o  o f  co lumns  
(3a)  and (3b)  a v e r a g e  s c o r e s  t o  t h e  column one  s e c u r i t y  d e a l e r  mean 
s c o r e s .  Columns (6a)  and  (6b)  d e n o t e  t h e  number  o f  r e p o r t s  t h a t  a 
p a r t i c u l a r  i t em i s  a p p l i c a b l e  t o  f o r  a u d i t e d  and n o t  a u d i t e d  a nnua l  
r e p o r t s .  Columns (7a)  a nd  (7b)  i n d i c a t e  t h e  number  o f  r e p o r t s  t h a t  
r e c e i v e d  a z e r o  f o r  a p a r t i c u l a r  i t e m ,  i . e . ,  t h e  number  o f  r e p o r t s  
t h a t  were  s c o r e d  a s  z e r o  f o r  an i t e m b e c a u s e  o f  n o n d i s c l o s u r e  o f  t h a t  
i t e m.  D i v i d i n g  co lumns  (7a)  and (7b)  by (6a)  and (6b)  r e s p e c t i v e l y ,  
r e s u l t s  in co lumns  (8a)  and  ( 8 b ) .  The s e  two co l umns  i n d i c a t e  t h e  
p e r c e n t a g e  o f  c i t y  r e p o r t s  t h a t  d i d  n o t  d i s c l o s e  a p a r t i c u l a r  i t em.
The p e r c e n t a g e s  in co l umns  (4a)  and (4b)  i n d i c a t e  t h e  amount  o f  
d i s c l o s u r e  in t h e  s u b s a m p l e s  f o r  e a c h  o f  t h e  i n f o r m a t i o n  i t e ms  on a 
s c a l e  o f  z e r o  t o  o n e .  The o v e r a l l  mean d i s c l o s u r e / i m p o r t a n c e  r a t i o  
f o r  a u d i t e d  r e p o r t s  ( a v e r a g e  o f  column ( 4 a ) )  i s  47 .45%,  and f o r  
r e p o r t s  t h a t  a r e  n o t  a u d i t e d  ( a v e r a g e  o f  column ( 4 b ) )  16.62%.
Columns (5a)  and (5b)  a r e  t h e  r a n k s  o f  t h e  d i s c l o s u r e / i m p o r t a n c e  
r a t i o s  f ound in co lumns  (4a)  and  (4b)  f o r  e a c h  o f  t h e  i t e m s .  The low 
o v e r a l l  mean s c o r e s  (47.45% a nd  16.62% f o r  t h e  a u d i t e d  and  no t  
a u d i t e d  s u b s a m p l e s ,  r e s p e c t i v e l y )  i n d i c a t e s  a p o t e n t i a l  d i s c l o s u r e  
d e f i c i e n c y  in t h e  a n n u a l  r e p o r t s  o f  m u n i c i p a l i t i e s .  ( Us i ng  t h e  
Wi l coxon  m a t c h e d - p a i r s , s i g n e d - r a n k s  t e s t  (*( = . 0 5 ) ,  t h e  n u l l  
h y p o t h e s i s  o f  no d i f f e r e n c e  in t h e  d i s c l o s u r e / i m p o r t a n c e  r a t i o s  o f  
t h e  a u d i t e d  and n o t  a u d i t e d  s u b s a m p l e s  was r e j e c t e d . )  The s c o r e s  
a l s o  i n d i c a t e  t h a t  t h e r e  a r e  a r e a s  in m u n i c i p a l  a n n u a l  r e p o r t
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d i s c l o s u r e  t h a t  r e q u i r e  e x p a n s i o n .
Some o f  t h e  i t e ms  in  Append i x  D a r e  w o r t h y  o f  f u r t h e r  d i s c u s s i o n  
in v i ew o f  t h e s e  r e l a t i v e l y  low o v e r a l l  mean s c o r e s .  T a b l e  A . 8 l i s t s  
t h e  t e n  mos t  d e f i c i e n t l y  d i s c l o s e d  i t e ms  o f  t h e  t h i r t y  i t e ms  c a t e g o r ­
i zed  a s  e s s e n t i a l  (mean s c o r e  o f  3*20 o r  g r e a t e r )  by t h e  r e s p o n d e n t s .
TABLE 4 . 8




Q u e s t i o n n a i r e  I tern N o n - D i s c l o s u r eP e r c e n t a g e *
Aud i t e d Not 
Aud i t e d
59. The p e r c e n t  o f  g e n e r a l  r e v e n u e s  u s e d  f o r  d e b t  
s e r v i c e . 93 100
43- Budge t ed  c a p i t a l  e x p e n d i t u r e s  f o r  t h e  coming 
y e a r . 93 98
67. Tax r e v e n u e s  by s o u r c e  ( l a s t  t e n  f i s c a l  y e a r s . 78 98
88. D e s c r i p t i o n s  o f  m a t e r i a l  d i f f e r e n c e s  be tween 
t h e  b u d g e t s  and t h e  a c t u a l  f i n a n c i a l  r e s u l t s . 73 100
74. S c h e d u l e  o f  r e v e n u e  bond c o v e r a g e  ( f o r  t h e  
l a s t  t en  f i s c a l  y e a r s ) . 69 97
8 0 . A s t a t e m e n t  o f  t h e  c i t y ' s  p r i n c i p a l  t a x p a y e r s . 69 96
49. Bond r a t i n g  and a ny  c h a n g e  in t h a t  r a t i n g . 69 91
63- C u r r e n t  r e v e n u e  bond c o v e r a g e . 57 97
58. Debt  a s  a p e r c e n t a g e  o f  t o t a l  e s t i m a t e d  t r u e  
v a l u a t  i o n . 51 84
29. Ac t ua l  v a l u e  o f  p r o p e r t y  in t h e  t a x  
j u r  i sd i c t  i o n .
45 84
-'Number o f  c i t i e s  t h a t  d i d  n o t  d i s c l o s e  t h i s  i t em d i v i d e d  by t h e  
number  o f  c i t i e s  t h a t  t h e  i t e m was a p p l i c a b l e  t o .
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I tem number  f i f t y - n i n e  d e a l t  w i t h  t h e  p e r c e n t  o f  g e n e r a l  r e v e ­
a l * .
nues  us e d  f o r  d e b t  s e r v i c e  and i s  c o n s i d e r e d  a s  an e s s e n t i a l  i t em by 
t h e  a n a l y s t s  (mean s c o r e  o f  3 - 3 7 ) .  Only 7 p e r c e n t  o f  t h e  a u d i t e d  
r e p o r t s  and none o f  t h e  n o t  a u d i t e d  r e p o r t s  d i s c l o s e d  t h i s  i n f o r m a ­
t i o n .
A p p r o x i m a t e l y  t w o - t h i r d s  o f  t h e  a u d i t e d  and n o t  a u d i t e d  r e p o r t s  
(69 and 6k  p e r c e n t  r e s p e c t i v e l y ) ,  c o n t a i n e d  i n f o r m a t i o n  on c u r r e n t  
c a p i t a l  e x p e n d i t u r e s  ( i t e m  f o r t y - t w o ) .  However ,  o n l y  7 p e r c e n t  o f  
t h e  a u d i t e d  r e p o r t s  and  2 p e r c e n t  o f  t h e  n o t  a u d i t e d  r e p o r t s  c o n t a i n  
a ny  m e n t i o n  o f  t h e  b u d g e t e d  c a p i t a l  e x p e n d i t u r e s  f o r  t h e  coming y e a r .  
T h i s  i n f o r m a t i o n  m i g h t  be u s e f u l  f o r  c o m p a r i s o n  p u r p o s e s  o v e r  t h e  
t w o - y e a r  p e r i o d  and in t h e  a s s e s s m e n t  o f  t h e  n e x t  p e r i o d ' s  c a s h  f l o w  
n e e d s .  A d d i t i o n a l l y ,  an e v a l u a t i o n  o f  b o t h  t h e  f i n a n c i a l  and mana­
g e r i a l  s t r e n g t h s  o f  a m u n i c i p a l i t y  can  be made by c ompa r i ng  t h e  
b u d g e t  and  t h e  a c t u a l  r e s u l t s .
For  a n a l y z i n g  a m u n i c i p a l i t y ' s  c u r r e n t  a c c o u n t ,  an e v a l u a t i o n  o f  
i t s  main o p e r a t i n g  f u n d s  mus t  be c o n d u c t e d .  S i n c e  t h e s e  f u n d s ,  such  
a s  t h e  g e n e r a l  and  d e b t  s e r v i c e  f u n d ,  a r e  b a s i c a l l y  t a x - s u p p o r t e d ,  a 
breakdown o f  t h e  t a x  r e v e n u e s  by s o u r c e  would seem t o  be u s e f u l  t o  
u s e r s .  Only 12 p e r c e n t  o f  t h e  a u d i t e d  r e p o r t s  and 2 p e r c e n t  o f  t h e  
n o t  a u d i t e d  r e p o r t s  d e t a i l e d  t h i s  i n f o r m a t i o n .
A l t h o u g h  i n c l u d e d  a s  a recommended d i s c l o s u r e  by t h e  MFOA in i t s  
document  D i s c l o s u r e  G u i d e l i n e s , 73 p e r c e n t  o f  t h e  a u d i t e d  c i t y  a nnua l  
r e p o r t s  made no e f f o r t  t o  e x p l a i n  m a t e r i a l  d i f f e r e n c e s  be tween t h e i r  
b u d g e t s  and a c t u a l  f i n a n c i a l  r e s u l t s .  None o f  t h e  n o t  a u d i t e d  r e p o r t s  
d i s c l o s e d  t h i s  i n f o r m a t i o n .  T h i s  t y p e  o f  i n f o r m a t i o n  would a l s o  seem
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t o  be i m p o r t a n t  in t h e  a s s e s s m e n t  o f  t h e  management  o f  a m u n i c i p a l ­
i t y .
Revenue bonds  a r e  g e n e r a l l y  p a y a b l e  f rom s p e c i a l  f u n d s  and a r e  
n o t  g e n e r a l l y  s e c u r e d  by t h e  f u l l  f a i t h  and c r e d i t  o f  a m u n i c i p a l i t y .  
U s u a l l y ,  t h e  bonds  a r e  p a i d  o f f  f rom t h e  n e t  income d e r i v e d  f rom 
p r o j e c t s  f i n a n c e d  by bond i s s u e  p r o c e e d s .  The s t a b i l i t y  o f  t h e  
r e v e n u e s  and t h e  p u b l i c  n e c e s s i t y  f o r  t h e  p a r t i c u l a r  p r o j e c t  a r e  o f  
p r i me  i m p o r t a n c e  in a s s e s s i n g  t h e  i mpac t  t h a t  t h e s e  bond payment s  may 
have  on a m u n i c i p a l i t y ' s  c r e d i t w o r t h i n e s s .  S i x t y - n i n e  p e r c e n t  o f  t h e  
a u d i t e d  and 97 p e r c e n t  o f  t h e  n o t  a u d i t e d  c i t i e s  d i d  n o t  p r o v i d e  
s t a t i s t i c a l  t a b l e s  o f  r e v e n u e  bond c o v e r a g e  (a GAAFR d i s c l o s u r e )  f o r  
t h e  l a s t  t e n  f i s c a l  y e a r s .  A d d i t i o n a l l y ,  o n l y  A3 p e r c e n t  and 3 
p e r c e n t  o f  t h e  c i t i e s  p r o v i d e d  t h i s  i n f o r m a t i o n  f o r  t h e  c u r r e n t  y e a r  
f o r  t h e  a u d i t e d  and  n o t  a u d i t e d  s a m p l e s ,  r e s p e c t i v e l y .
I f  one  o f  t h e  p u r p o s e s  o f  f i n a n c i a l  s t a t e m e n t s  i s  t o  d i s c l o s e  
r e l e v a n t  i n f o r m a t i o n  wh i c h  c a n  be  u s e d  t o  i mprove  u s e r ' s  p r e d i c t i v e  
a b i l i t i e s ,  t h e n  mos t  c e r t a i n l y  a m u n i c i p a l i t y ' s  bond r a t i n g  and any 
c ha nge  in t h a t  r a t i n g  woul d  be i m p o r t a n t  i n f o r m a t i o n .  Even t hough  
t h e  mean s c o r e  f o r  t h i s  i t e m i s  3-AO and c o n s i d e r e d  a s  e s s e n t i a l  
i n f o r m a t i o n  by t h e  r e s p o n d e n t s ,  o n l y  31 p e r c e n t  o f  t h e  a u d i t e d  
r e p o r t s  and 9 p e r c e n t  o f  t h e  n o t  a u d i t e d  r e p o r t s  p r e s e n t e d  t h i s  
i n f o r m a t  i o n .
A l i s t i n g  o f  a m u n i c i p a l i t y ' s  p r i n c i p a l  t a x p a y e r s  can  p r o v i d e  
i n f o r m a t i o n  r e l a t i v e  t o  t h e  a s s e s s m e n t  o f  t h e  d e g r e e  o f  f i n a n c i a l  
d e p e n d e n c e  a m u n i c i p a l i t y  ha s  on one  ( o r  more)  s i g n i f i c a n t  t a x a b l e  
p r o p e r t i e s .  T h i s  i t e m i s  r a n k e d  s e v e n t h  by t h e  r e s p o n d e n t s  (mean
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s c o r e  o f  3 - 6 3 ) ,  y e t  o n l y  31 p e r c e n t  o f  t h e  a u d i t e d  r e p o r t s  and 4 
p e r c e n t  o f  t h e  n o t  a u d i t e d  r e p o r t s  s u p p l i e d  t h i s  i n f o r m a t i o n .
The r a t i o  o f  d e b t  t o  t o t a l  e s t i m a t e d  t r u e  v a l u a t i o n  ha s  been 
s u g g e s t e d  by many r e s e a r c h e r s  t o  be  an  i m p o r t a n t  f i s c a l  f a c t o r  in 
d e t e r m i n i n g  m u n i c i p a l  c r e d i t  q u a l i t y  ( e . g . ,  s e e  P e t e r s e n  (197*0 ,  
Sherwood ( 1 9 7 6 ) ,  and P e t e r s e n  ( 1 9 7 7 ) ) .  Only 16 p e r c e n t  o f  t h e  n o t  
a u d i t e d  r e p o r t s  made m e n t i o n  o f  t h i s  r a t i o ,  w h i l e  a l i t t l e  o v e r  h a l f  
o f  t h e  a u d i t e d  c i t y  r e p o r t s  d i s c l o s e d  t h i s  i n f o r m a t i o n .
Even i f  t h e  d e b t  f i g u r e  wer e  known,  a p r o b l e m would  s t i l l  e x i s t  
i f  t h e  a c t u a l  o r  e s t i m a t e d  t r u e  v a l u a t i o n  o f  p r o p e r t y  in a m u n i c i p a l ­
i t y  c o u l d  n o t  be a s c e r t a i n e d .  R e g a r d i n g  t h e  s a m p l e s  o f  a u d i t e d  and 
n o t  a u d i t e d  c i t y  a nnua l  r e p o r t s ,  45 p e r c e n t  o f  t h e  a u d i t e d  and 84 
p e r c e n t  o f  t h e  n o t  a u d i t e d  r e p o r t s  d i d  n o t  d i s c l o s e  t h i s  i n f o r m a t i o n .
Some o t h e r  i t e ms  f rom Append i x  D a r e  w o r t h y  o f  n o t e .  The 
d i s c l o s u r e  o f  c h a n g e s  in a s s e s s e d  v a l u e  ( a s  o p p o s e d  t o  a c t u a l  v a l u e ) ,  
wh i c h  some a d v i s o r s  c o n s i d e r  n e c e s s a r y  f o r  a p r o p e r  c r e d i t  e v a l u a ­
t i o n ,  f a r e d  a l i t t l e  b e t t e r  t h a n  a c t u a l  v a l u e ,  w i t h  71 p e r c e n t  o f  t h e  
a u d i t e d  r e p o r t s  and 11 p e r c e n t  o f  t h e  r e p o r t s  t h a t  we r e  n o t  a u d i t e d  
p r e s e n t i n g  t h a t  i n f o r m a t i o n .
GAAFR recommends t h a t  t h e  c o m p u t a t i o n  o f  d i r e c t  and  o v e r l a p p i n g  
d e b t  be p r e s e n t e d  in  t h e  s t a t i s t i c a l  s e c t i o n  o f  a c i t y ' s  a nnua l  
r e p o r t .  However ,  o n l y  7 p e r c e n t  o f  t h e  r e p o r t s  t h a t  we r e  n o t  a u d i t e d  
and 58 p e r c e n t  o f  t h e  a u d i t e d  a n n u a l  r e p o r t s  p r o v i d e d  t h i s  i n f o r m a ­
t i o n .
Coope r s  & Lybrand  r e p o r t e d  i n  i t s  1976 s t u d y  t h a t  t h e  d i s c l o s u r e  
o f  p e n s i o n  p l a n  i n f o r m a t i o n  was p o o r .  They s t a t e d  t h a t  " a l m o s t  80%
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o f  t h e  c i t i e s  s t u d i e d  d i d  n o t  d i s c l o s e  t h e  a c t u a r i a l l y  computed v a l u e
20o f  t h e i r  v e s t e d  p e n s i o n  l i a b i l i t i e s  i n  t h e i r  a n n u a l  r e p o r t s . "
R e f e r e n c e  t o  Appendi x  D r e v e a l s  t h a t  98 p e r c e n t  o f  t h e  a u d i t e d  
r e p o r t s  d i s c l o s e d  p e n s i o n  i n f o r m a t i o n  and a l m o s t  o n e - h a l f  ( kk  p e r ­
c e n t )  o f  t h e  n o t  a u d i t e d  r e p o r t s  a l s o  p r e s e n t e d  t h i s  i n f o r m a t i o n .
I tern number  f o r t y - f i v e  h a s  t o  do w i t h  l e a s e  i n f o r m a t i o n  wher e  
t h e  c i t y  i s  t h e  l e s s e e .  The main s o u r c e  o f  p r o m u l g a t e d  GAAP on 
a c c o u n t i n g  f o r  l e a s e s  i s  FASB S t a t e m e n t  No. 13 ( whi ch  ha s  s u b s e q u e n t ­
ly  been amended by s e v e r a l  FASB S t a t e m e n t s  and I n t e r p r e t a t i o n s ) .
Whi l e  t h e  1976 Coope r s  & Lybrand s t u d y  f ound  t h a t  93 p e r c e n t  o f  t h e  
c i t y  r e p o r t s  s u r v e y e d  d i d  n o t  d i s c l o s e  i n f o r m a t i o n  r e g a r d i n g  t h e i r  
l o n g - t e r m  l e a s e  c o mmi t me n t s ,  t h e  p r e s e n t  s t u d y  f ound  t h a t  a l l  o f  t h e  
a u d i t e d  c i t i e s  c o m p l i e d  w i t h  t h e  d i s c l o s u r e  r e q u i r e m e n t s  o f  FASB 
S t a t e m e n t  No. 1 3 - R e f e r e n c e  t o  Appe nd i x  D a l s o  i n d i c a t e s  t h a t  
f o r t y - t h r e e  o f  f o r t y - f i v e  (95 p e r c e n t )  n o t  a u d i t e d  r e p o r t s  made no 
me n t i o n  o f  l e a s e  c ommi t ment s  eve n  t h o u g h  t h e i r  f i n a n c i a l  s t a t e m e n t s  
i n d i c a t e d  t h a t  t h e y  had r e n t a l  e x p e n d i t u r e s  f o r  o f f i c e  s p a c e ,  w a r e ­
h o u s e s ,  c o m p u t e r s ,  e t c .  In t h i s  c a s e ,  v o l u n t a r y  c o m p l i a n c e  ha s  l ed  
t o  t o t a l  d i s r e g a r d .
I tern number  f o u r  h a s  t o  do w i t h  an i n d i v i d u a l  b a l a n c e  s h e e t  f o r  
a l l  f u n d s  p r e s e n t e d .  Wh i l e  t h e  mean s c o r e  f o r  t h i s  i t e m i s  n o t  t h a t  
h i g h  ( 2 . 6 8 ) ,  o n l y  f o u r  o f  t h i r t y - s e v e n  a u d i t e d  r e p o r t s  (11 p e r c e n t )  
d i d  n o t  p r e s e n t  o n e .  However ,  58 p e r c e n t  o f  t h e  n o t  a u d i t e d  r e p o r t s
20 Cooper s  & Lybr and  and t h e  U n i v e r s i t y  o f  M i c h i g a n ,  A P u b l i c  
Re p o r t  (New York:  Coope r s  & L y b r a n d ,  1 9 7 6 ) ,  p .  27 .
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d i d  n o t  p r e s e n t  even  o n e  i n d i v i d u a l  f und  b a l a n c e  s h e e t .
GAAFR c u r r e n t l y  r e q u i r e s  a Combined S t a t e m e n t  o f  Gene r a l  Govern­
men t a l  Revenues  and a Combined S t a t e m e n t  o f  Ge ne r a l  Government a l  
E x p e n d i t u r e s  f o r  b o t h  t h e  g e n e r a l  and s p e c i a l  r e v e n u e  f u n d s .  These  
s t a t e m e n t s  a r e  q u e s t i o n n a i r e  i t e ms  f i f t e e n  and s i x t e e n ,  r e s p e c t i v e l y .  
N i n e t y - t h r e e  p e r c e n t  o f  t h e  a u d i t e d  and  n o t  a u d i t e d  r e p o r t s  d i d  n o t  
c o n t a i n  t h e s e  r e q u i r e d  s t a t e m e n t s .
F o r e c a s t  i n f o r m a t i o n  c o u l d  be v e r y  u s e f u l  t o  u s e r s  in a s s e s s i n g
w h e t h e r  a c i t y  woul d  be a b l e  t o  meet  i t s  f u t u r e  f i n a n c i a l  o b l i g a t i o n s
a s  w e l l  a s  m a i n t a i n i n g  a  d e s i r e d  l e v e l  o f  s e r v i c e s .  In t h e  p a s t ,  t h e  
p r e p a r e r s  o f  t h e  f o r e c a s t  i n f o r m a t i o n  in t h e  p u b l i c  and p r i v a t e  
s e c t o r s  have  been r e l u c t a n t  t o  p r o v i d e  t h i s  t y p e  o f  i n f o r m a t i o n .
T h e i r  r e l u c t a n c e  may be due  t o  t h e  q u e s t i o n  o f  w h e t h e r  u s e r s  have  t h e  
a b i l i t y  t o  a d e q u a t e l y  e v a l u a t e  f o r e c a s t  d a t a ,  a s  w e l l  a s  t h e  q u e s t i o n  
o f  l e g a l  r e s p o n s i b i l i t y  when a c t u a l  r e s u l t s  d i f f e r  f rom t h e  f o r e c a s t .  
In t h e  p r e s e n t  s t u d y  o n l y  one  a u d i t e d  r e p o r t  c o n t a i n e d  a f o r e c a s t  
w h i l e  none  o f  t h e  n o t  a u d i t e d  r e p o r t s  c o n t a i n e d  t h i s  i n f o r m a t i o n .
The s e  a r e  j u s t  a f ew e x a mp l e s  t h a t  t e n d  t o  i n d i c a t e  t h a t  a 
d e f i c i e n c y  e x i s t s  in t h e  r e p o r t i n g  and d i s c l o s u r e  p r a c t i c e s  o f  c i t i e s  
in t h i s  s t u d y .  In v i ew o f  t h e  low o v e r a l l  mean e x t e n t  o f  d i s c l o s u r e  
in b o t h  o f  t h e  s u b s a m p l e s ,  t h e r e  would  a p p e a r  t o  be a need  f o r  an 
e x t e n s i o n  o f  c u r r e n t  d i s c l o s u r e  p r a c t i c e s  by t h e s e  c i t i e s .
One r e a s o n  t h a t  c o u l d  be  a d v a n c e d  f o r  a c h i e v i n g  such  a low mean 
e x t e n t  o f  d i s c l o s u r e  in b o t h  o f  t h e  s u b s a m p l e s  c o u l d  be t h a t  t h e  c i t y  
a n n u a l  r e p o r t s  p r e s e n t  o n l y  t h e  mos t  i m p o r t a n t  i n f o r m a t i o n .  T h e r e ­
f o r e ,  w i t h  such  a l a r g e  i n f o r m a t i o n  s e t  ( e i g h t y - t h r e e  i t e m s ) ,  a low
159
mean e x t e n t  o f  d i s c l o s u r e  m i g h t  be e x p e c t e d  b e c a u s e  some o f  t h e  i t e ms  
a r e  o f  l e s s e r  i m p o r t a n c e  and  h e n c e ,  n o t  r e p o r t e d  by a c i t y .
I n s p e c t i o n  o f  t h e  r a n k s  o f  t h e  s e c u r i t y  d e a l e r s '  mean s c o r e s  (column 
two) a l o n g  w i t h  t h e  r a n k s  o f  t h e  r e s p e c t i v e  d i s c l o s u r e / i m p o r t a n c e  
r a t i o s  ( a u d i t e d ,  column ( 5 a ) ;  and n o t  a u d i t e d ,  column ( 5 b ) )  d i d  n o t  
r e v e a l  any  s y s t e m a t i c  r e l a t i o n s h i p .  In summary,  t h e  i n v e s t i g a t i o n  
i n d i c a t e d  t h a t  many i m p o r t a n t  i t e ms  ( a s  d e t e r m i n e d  by t h e  q u e s t i o n ­
n a i r e  r e s p o n s e s ) ,  we r e  n o t  a d e q u a t e l y  d i s c l o s e d  in t h e  s u b s am p l e s  o f  
c i t y  annua l  r e p o r t s .
SUMMARY
A q u e s t i o n n a i r e  was s e n t  t o  a s a mpl e  o f  996 s e c u r i t y  d e a l e r s  who 
had e x p e r t i s e  in t h e  a r e a  o f  m u n i c i p a l  f i n a n c e .  The q u e s t i o n n a i r e  
c o n s i s t e d  o f  n i n e t y  i n f o r m a t i o n  i t ems  r e l a t i n g  t o  m u n i c i p a l  f i n a n c i a l  
s t a t e m e n t s .  One h u n d r e d  and e i g h t y - s e v e n  v o l u n t a r y  r e s p o n s e s  were  
r e c e i v e d  f o r  a r e s p o n s e  r a t e  o f  18.97%- The s e  r e s p o n s e s  were  u s e d  t o  
comput e  a mean s c o r e  f o r  e a c h  o f  t h e  n i n e t y  i t e m s .  E i g h t y - t h r e e  o f  
t h e  i n f o r m a t i o n  i t e ms  we r e  t h e n  u s e d  t o  fo rm a d i s c l o s u r e  model  t h a t  
was empl oyed  in an e x a m i n a t i o n  o f  a s a mp l e  o f  c i t y  a nnua l  r e p o r t s .
The a nnua l  r e p o r t s  w e r e  e xami ned  t o  a s c e r t a i n  w h e t h e r  t h e  i n f o r m a t i o n  
i t e ms  wer e  p r e s e n t e d  o r  n o t  p r e s e n t e d  in t h e  r e p o r t s  and r e s u l t e d  in 
a t o t a l  s c o r e  f o r  e a c h  r e p o r t  c a l l e d  t h e  r e p o r t ' s  e x t e n t  o f  d i s c l o ­
s u r e .  The e x t e n t  o f  d i s c l o s u r e  s c o r e  s e r v e d  a s  t h e  d e p e n d e n t  v a r i ­
a b l e  in t h i s  s t u d y .  Two i n d e p e n d e n t  v a r i a b l e s ,  a u d i t  s t a t u s  and c i t y  
s i z e ,  were  s e l e c t e d  in an a t t e m p t  t o  a s s e s s  t h e i r  r e l a t i o n s h i p ,  i f  
a n y ,  t o  t h e  d e p e n d e n t  v a r i a b l e .
The r e s u l t s  i n d i c a t e d  t h a t  c i t i e s  i n c l u d i n g  an a u d i t  r e p o r t  in 
t h e i r  a nnua l  r e p o r t s  e x h i b i t e d  a much h i g h e r  d e g r e e  o f  d i s c l o s u r e  
t h a n  t h a t  f ound  in a n n u a l  r e p o r t s  n o t  i n c l u d i n g  s uc h  a r e p o r t .  The 
r e s u l t s  r e g a r d i n g  a u d i t  s t a t u s  wer e  f ound  t o  be s t a t i s t i c a l l y  s i g n i f  
i c a n t ,  and i n d i c a t e d  t h a t  t h e  e x t e n t  o f  d i s c l o s u r e  was a f f e c t e d  by 
t h e  a u d i t  s t a t u s  o f  an a n n u a l  r e p o r t .  The s i z e  o f  a c i t y ,  a s  me a s ­
u r e d  by i t s  p o p u l a t i o n ,  was f ound  t o  be s l i g h t l y  a s s o c i a t e d  w i t h  t h e  
e x t e n t  o f  d i s c l o s u r e  in a u d i t e d  r e p o r t s  o n l y .  A g e n e r a l  c o n c l u s i o n  
drawn by t h e  a u t h o r  was t h a t  a d e f i c i e n c y  e x i s t e d  in t h e  d i s c l o s u r e  
p r a c t i c e s  o f  c i t i e s  in b o t h  t h e  " a u d i t e d "  and t h e  " n o t  a u d i t e d "  
a n n u a l  r e p o r t  s u b s am p l e s  t h a t  was much more c l o s e l y  r e l a t e d  t o  a u d i t  
s t a t u s  t ha n  t o  t h e  s i z e  o f  a c i t y .
C H A P T E R  V
SUMMARY AND CONCLUSIONS, IMPLICATIONS, LIMITATIONS,
AND SUGGESTIONS FOR ADDITIONAL RESEARCH
SUMMARY AND CONCLUSIONS
The p u r p o s e  o f  t h i s  r e s e a r c h  p r o j e c t  was t o  g e n e r a t e  some 
i n i t i a l  e v i d e n c e  c o n c e r n i n g  d i s c l o s u r e  in m u n i c i p a l  a nnua l  r e p o r t s .  
S p e c i f i c a l l y ,  t h e  s t u d y  exami ned  t h e  e x t e n t  o f  d i s c l o s u r e  in c i t y  
a nnua l  r e p o r t s  and  i t s  r e l a t i o n s h i p  t o  two c i t y  c h a r a c t e r i s t i c s  - 
a u d i t  s t a t u s  and c i t y  s i z e .
The f o u r  main c o n c l u s i o n s  o f  t h i s  s t u d y  wer e  a s  f o l l o w s :
1.  Based on t h e  q u e s t i o n n a i r e  r e s p o n s e s  f rom s e c u r i t y  d e a l e r s ,  
many i n f o r m a t i o n  i t e ms  w e r e  f ound  t o  be i n a d e q u a t e l y  d i s c l o s e d  in a 
s ampl e  o f  c i t y  a n n u a l  r e p o r t s .  The i m p l i c a t i o n  was t h a t  a d e f i c i e n c y  
e x i s t e d  in t h e  e x t e n t  o f  d i s c l o s u r e  in t h e  s ampl e  o f  a n n u a l  r e p o r t s .
2.  A d d i t i o n a l l y ,  no s y s t e m a t i c  r e l a t i o n s h i p  be t ween  t h e  r e l a ­
t i v e  i mp o r t a n c e  o f  t h e  i n f o r m a t i o n  i t e ms  and t h e  e x t e n t  o f  t h e i r  
d i s c l o s u r e  was a p p a r e n t .
3 .  The r e s u l t s  a l s o  i n d i c a t e d  t h a t  t h e  e x t e n t  o f  d i s c l o s u r e  in 
c i t y  a nnua l  r e p o r t s  was p o s i t i v e l y  a s s o c i a t e d  w i t h  t h e  a u d i t  s t a t u s  
o f  a c i t y ' s  a nnua l  r e p o r t .
k .  The e x t e n t  o f  d i s c l o s u r e  in c i t y  annua l  r e p o r t s  was f ound to  
be p o s i t i v e l y  r e l a t e d  t o  t h e  s i z e  o f  a c i t y ,  b u t  t h e  r e l a t i o n s h i p  was 
o n l y  o f  s l i g h t  i m p o r t a n c e .
The s e  c o n c l u s i o n s  wer e  r e a c h e d  a f t e r  an e x t e n s i v e  e x a m i n a t i o n
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and a n a l y s i s  o f  a sampl e  o f  c i t y  a n n u a l  r e p o r t s .  To f a c i l i t a t e  t h e  
a n a l y s i s ,  a n i n e t y  i n f o r m a t i o n  i t em q u e s t i o n n a i r e  was c o n s t r u c t e d  
and m a i l e d  t o  a random sampl e  o f  996 s e c u r i t y  d e a l e r s .  An i t e m ' s  
s e l e c t i o n  was ba s ed  on w h e t h e r  i t  was c u r r e n t l y  d i s c l o s e d ,  o r  was 
s u g g e s t e d  f o r  d i s c l o s u r e ,  in m u n i c i p a l  a n n u a l  r e p o r t s .  The s e c u r i t y  
d e a l e r s  were  a s k e d  t o  r e s p o n d  t o  t h e  q u e s t i o n n a i r e  by r a t i n g  t h e  
n i n e t y  i n f o r m a t i o n  i t ems  on a f i v e - p o i n t  s c a l e  c o r r e s p o n d i n g  t o  t h e  
f o l l o w i n g  d e g r e e s  o f  i m p o r t a n c e :  u n i m p o r t a n t ,  s l i g h t l y  i m p o r t a n t ,
m o d e r a t e l y  i m p o r t a n t ,  v e r y  i m p o r t a n t ,  and e s s e n t i a l .
The r e s p o n s e  r a t e  was 18.97%,  r e p r e s e n t i n g  187 v o l u n t a r y  r e s p o n ­
s e s  f rom t h e  996 s e c u r i t y  d e a l e r s  who wer e  c o n t a c t e d .  Two s e p a r a t e  
m a i l i n g s  were  c o n d u c t e d  o v e r  an e i g h t - w e e k  p e r i o d .  Be c a us e  o f  t h e  
low r e s p o n s e  r a t e ,  a n o n r e s p o n s e  b i a s  t e s t  was c o n d u c t e d  and  d i d  n o t  
i n d i c a t e  any  e v i d e n c e  o f  a m a t e r i a l  n o n r e s p o n s e  b i a s .  (To a c h i e v e  a 
h i g h e r  r e s p o n s e  r a t e ,  an  a l t e r n a t i v e  s a m p l i n g  a p p r o a c h  c o u l d  have  
been u s e d .  A s m a l l e r  r andom s a mp l e  ( e . g ,  t h i r t y  p o t e n t i a l  r e s p o n d ­
e n t s ) ,  c o u l d  have  been s e l e c t e d ,  and v i g o r o u s l y  r e q u e s t e d  t o  c o m p l e t e  
and r e t u r n  t h e  q u e s t i o n n a i r e s .  P r a c t i c a l  c o n s t r a i n t s  s uc h  a s  c o s t  
and t ime  s e r v e d  t o  n e g a t e  t h e  u s e  o f  t h i s  a l t e r n a t i v e  p r o c e d u r e . )
A mean r e s p o n s e  s c o r e  was c a l c u l a t e d  f o r  e a c h  o f  t h e  n i n e t y  
i n f o r m a t i o n  i t e ms  in t h e  s a mpl e  o f  a n n u a l  r e p o r t s  whi ch  r e p r e s e n t e d  
t h e  r e l a t i v e  i m p o r t a n c e  o f  an i t e m.  The mean r e s p o n s e  s c o r e s  f o r  
e i g h t y - t h r e e  o f  t h e  i t e ms  wer e  t he n  u s e d  t o  fo rm a d i s c l o s u r e  model  
wh i c h  was used  t o  s c o r e  t h e  sampl e  o f  c i t y  a n n u a l  r e p o r t s .  Each 
a n n u a l  r e p o r t  in t h e  s a mpl e  was exa mi ned  t o  d e t e r m i n e  w h e t h e r  an 
i n f o r m a t i o n  i t e m was p r e s e n t e d  o r  n o t  p r e s e n t e d ,  and  t he n
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a p p r o p r i a t e l y  s c o r e d  u s i n g  t h e  mean r e s p o n s e  s c o r e s .
The m u n i c i p a l  a nnua l  r e p o r t  s ampl e  was s e l e c t e d  f rom t h e  p o p u l a ­
t i o n  o f  U.S.  c i t i e s  w i t h  p o p u l a t i o n s  g r e a t e r  t ha n  o r  e qua l  t o  5 0 , 0 0 0 .  
The sampl e  c o n s i s t e d  o f  two s u b s a m p l e s ;  o n e  composed o f  c i t i e s  t h a t  
i s s u e d  a n n u a l  r e p o r t s  a u d i t e d  by i n d e p e n d e n t  CPAs, t h e  o t h e r  i n c l u d e d  
c i t y  a nnua l  r e p o r t s  n o t  a u d i t e d .  A s a mpl e  c o n s i s t i n g  o f  f o r t y - f i v e  
a nnua l  r e p o r t  m a t c h e d - p a i r s  (one  p a i r - m e m b e r  f rom e a c h  s ubs amp l e )  was 
s e l e c t e d .  The m a t c h i n g  v a r i a b l e s  wer e  p o p u l a t i o n ,  t o t a l  bonded d e b t ,  
and f i s c a l  y e a r - e n d .  The r e p o r t s  in t h e  s a mpl e  c o v e r e d  t h e  f i s c a l  
p e r i o d s  t h a t  ended  on J u n e  30 and  December  31 .  1979,  and J u n e  30,  
1980.
The e x a m i n a t i o n  o f  t h e  c i t y  a n n u a l  r e p o r t s  r e s u l t e d  in t h r e e  
s c o r e s  f o r  e a c h  o f  t h e  n i n e t y  a nnua l  r e p o r t s .  The f i r s t  s c o r e  
i n d i c a t e d  t h e  maximum amount  o f  i n f o r m a t i o n  t h a t  c o u l d  be d i s c l o s e d  
in a r e p o r t .  The s econd  s c o r e  r e p r e s e n t e d  t h e  amount  o f  i n f o r m a t i o n  
a c t u a l l y  p r e s e n t e d  in t h e  a n n u a l  r e p o r t .  By e x p r e s s i n g  t h e  amount  o f  
i n f o r m a t i o n  p r e s e n t e d  in t h e  a n n u a l  r e p o r t  a s  a p e r c e n t a g e  o f  t h e  
maximum amount  t h a t  c o u l d  ha ve  been  p r e s e n t e d ,  a t h i r d  s c o r e  was 
f o r me d .  T h i s  t h i r d  s c o r e  was t e r med  t h e  r e l a t i v e  d i s c l o s u r e  s c o r e  
and s e r v e d  a s  t h e  d e p e n d e n t  v a r i a b l e  in t h i s  s t u d y .  The maximum 
r e l a t i v e  d i s c l o s u r e  s c o r e  f o r  an  a n n u a l  r e p o r t  was one  hundr ed  
p e r c e n t  w h i l e  t h e  minimum s c o r e  was z e r o .  The s u b s a m p l e  o f  " a u d i t e d "  
r e p o r t s  had a mean r e l a t i v e  d i s c l o s u r e  s c o r e  o f  49-8% w i t h  t h e  
h i g h e s t  s c o r e  o f  81.3% a nd  t h e  l o w e s t  11.2%.  For  t h e  " n o t  a u d i t e d "  
s u b s a m p l e ,  t h e  mean s c o r e  was 1 7 - 1%, t h e  h i g h e s t  68 .6%,  and t h e  
l o w e s t  was 2.0%.  The s c o r e s  f o r  b o t h  s u b s a m p l e s  wer e  g e n e r a l l y  q u i t e
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low w i t h  o n l y  40 p e r c e n t  o f  t h e  f o r t y - f i v e  " a u d i t e d "  r e p o r t s  r e c e i v ­
ing a s c o r e  o f  6 0 . 0  p e r c e n t  o r  more ,  and o n l y  18 p e r c e n t  o f  t h e  " n o t  
a u d i t e d "  r e p o r t s  r e c e i v i n g  a s c o r e  o f  3 0 . 0  p e r c e n t  o r  b e t t e r .  The 
r e s u l t s  wer e  s u p p o r t i v e  o f  t h e  f i r s t  m a j o r  c o n c l u s i o n  t h a t  a d i s c l o ­
s u r e  d e f i c i e n c y  e x i s t e d  in t h e  s a mpl e  o f  c i t y  a n n u a l  r e p o r t s .
The e x t e n t  o f  d i s c l o s u r e  was a l s o  exami ned  on an i t e m - b y - i t e m  
b a s i s  ( v e r s u s  a r e p o r t  b a s i s ) .  T h i s  e x a m i n a t i o n  r e v e a l e d  a low 
o v e r a l l  d i s c l o s u r e / i m p o r t a n c e  r a t i o  f o r  t h e  " a u d i t e d "  r e p o r t s  o f  
47 .45%,  and 16.62% f o r  t h e  " n o t  a u d i t e d "  r e p o r t s .  Some r e a d e r s  c o u l d  
have  a r g u e d  t h a t  t h e s e  low o v e r a l l  means r e s u l t e d  f rom t h e  f a c t  t h a t  
t h e  a n n u a l  r e p o r t s  a t t e m p t e d  t o  r e p o r t  o n l y  t h e  mos t  i m p o r t a n t  
i n f o r m a t i o n .  T h e r e f o r e ,  a low o v e r a l l  mean s h o u l d  have  been  e x p e c t e d  
s i n c e  some o f  t h e  i t e ms  we r e  r e l a t i v e l y  u n i m p o r t a n t ,  and t h e r e f o r e  
n o t  r e p o r t e d .  T h i s  p o s s i b i l i t y  was c h e c k e d  by i n s p e c t i n g  t h e  
s e c u r i t y  d e a l e r s '  mean r e s p o n s e  s c o r e s  and  t h e  r e l a t e d  i t e m - b y - i t e m  
d i s c l o s u r e / i m p o r t a n c e  r a t i o s  o f  t h e  " a u d i t e d "  and " n o t  a u d i t e d "  
s u b s a m p l e s .  The i n v e s t i g a t i o n  i n d i c a t e d  t h a t  no s y s t e m a t i c  r e l a t i o n ­
s h i p  e x i s t e d .  T h i s  i m p l i e d  t h a t  t h e  low o v e r a l l  mean s c o r e s  were  no t  
t h e  r e s u l t  o f  o n l y  t h e  mos t  i m p o r t a n t  i n f o r m a t i o n  i t e ms  b e i n g  
r e p o r t e d  in t h e  a n n u a l  r e p o r t s ,  b u t  r e s u l t e d  b e c a u s e  many o f  t h e  
i t e ms  wer e  n o t  a d e q u a t e l y  d i s c l o s e d .  T h i s  r e s u l t  s u p p o r t e d  t h e  
s e c o n d  main c o n c l u s i o n ,  and s u g g e s t e d  t h a t  an e x p a n s i o n  o f  t h e  e x t e n t  
o f  d i s c l o s u r e  in m u n i c i p a l  a n n u a l  r e p o r t s  i s  w a r r a n t e d .
A n e c e s s a r y  p a r t  o f  t h e  a n a l y s i s  was t o  exami ne  t h e  a s s o c i a t i o n  
be tween  two s e l e c t e d  v a r i a b l e s  and t h e  a n n u a l  r e p o r t  r e l a t i v e  d i s c l o ­
s u r e  s c o r e s .  The two v a r i a b l e s  s e l e c t e d  wer e  c i t y  s i z e  and a u d i t
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s t a t u s  and were t he  i ndependent  v a r i a b l e s  in t h i s  s t u d y .  As p r e v ­
i o u s l y  n o t e d ,  t he  r e l a t i v e  d i s c l o s u r e  s c o r e  f u n c t i o n e d  as  t he  depend­
e nt  v a r i a b l e .  The s t a t i s t i c a l  t e s t  r e v e a l e d  t h a t  a p o s i t i v e  r e l a ­
t i o n s h i p  e x i s t e d  between t he  a u d i t  s t a t u s  o f  a c i t y  and i t s  d i s c l o ­
s ur e  s c o r e .  S p e c i f i c a l l y ,  a u d i t e d  c i t y  annual  r e p o r t s  in the  sample  
e x h i b i t e d  a much g r e a t e r  d e g r e e  o f  d i s c l o s u r e  than t h a t  found in 
r e p o r t s  t h a t  were not  a u d i t e d .  Thi s  r e s u l t  l ed  t o  c o n c l u s i o n  number 
t h r e e .
The f o u r t h  c o n c l u s i o n  was based on t h e  r e s u l t s  o f  t he  s t a t i s ­
t i c a l  a n a l y s i s  which i n d i c a t e d  t h a t  c i t y  s i z e  had a s l i g h t  p o s i t i v e  
r e l a t i o n s h i p  wi t h  the  d i s c l o s u r e  s c o r e s  o f  c i t i e s  in t he  sample .  The 
r e l a t i o n s h i p  between c i t y  s i z e  and t he  d i s c l o s u r e  s c o r e s ,  was 
r e l a t i v e l y  s t r o n g e r  f o r  t he  subsample  o f  "audi t ed" annual  r e p o r t s  
than f o r  the  subsample  o f  "not  a u d i t e d "  r e p o r t s .
The o v e r a l l  r e s u l t s  i n d i c a t e d  t h a t  c i t y  annual  r e po r t s  which 
were a u d i t e d  by i ndependent  CPAs d i s p l a y e d  a g r e a t e r  e x t e n t  o f  
d i s c l o s u r e  ( i . e . ,  h i gh e r  d i s c l o s u r e  s c o r e s )  than r e p o r t s  t h a t  were  
not  a u d i t e d  by CPAs. A d d i t i o n a l l y ,  t he  e x t e n t  o f  d i s c l o s u r e  in 
a u d i t e d  c i t y  annual  r e p o r t s  t ended t o  i n c r e a s e  wi t h  c i t y  s i z e .
IMPLICATIONS
In g e n e r a l ,  t he  s t u dy  f i n d i n g s  i n d i c a t e  t h a t  much o f  the  
i n f o r ma t i o n  c o n s i d e r e d  most  important  by t h e  s ur ve y  r e sponde nt s  i s  
not  found in c u r r e n t l y  prepared muni c i pal  f i n a n c i a l  s t a t e m e n t s .  
A d d i t i o n a l l y ,  much o f  t h e  i n f o r ma t i o n  t h a t  i s  p r e s e n t e d  i s  c o n s i d e r ­
a b l y  i nadequat e  as  e v i d e n c e d  by t he  low s c o r e s  on an i t e m- b y - i t e m as
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wel l  as  on a r e p o r t - b y - r e p o r t  b a s i s  ( s e e  Chapter Four) .  Al though  
a u d i t e d  annual  r e p o r t s  f a r e d  b e t t e r  in terms o f  t h e  d e g r e e  o f  d i s c l o ­
s ur e  a s  compared to r e p o r t s  t h a t  d i d  not  i nc l u d e  an a u d i t  r e p o r t ,  a 
d i s c l o s u r e  d e f i c i e n c y  s t i l l  e x i s t s  in terms o f  what i n f o r ma t i o n  t h i s  
group o f  u s e r s  wants  and what i t  a c t u a l l y  g e t s .
Furthermore,  t he  s t udy  f i n d i n g s  s u g g e s t  t h a t  t h e  a u d i t  s t a t u s  o f  
a muni c i pal  annual  r e po r t  i s  r e l a t e d  t o  t he  r e p o r t ' s  d i s c l o s u r e  s c o r e  
( i t s  e x t e n t  o f  d i s c l o s u r e ) .  S p e c i f i c a l l y ,  annual  r e p o r t s  c o n t a i n i n g  
a u d i t  o p i n i o n s  e x h i b i t  h i g h e r  d i s c l o s u r e  s c o r e s  than annual  r e po r t s  
not  c o n t a i n i n g  such r e p o r t s .  Thi s  f i n d i n g  i s  not  s u r p r i s i n g .  The 
e x p r e s s i o n  o f  an o p i n i o n  by an i ndependent  CPA would be an i n d i c a t i o n  
t h a t ,  a t  a minimum, c e r t a i n  i n f or mat i on  would be p r e s e n t e d  in the  
annual  r e por t  ( e . g . ,  t he  GAAFR r e qu i re d  Combined St a t e me nt s  - 
Overview,  a l s o  r e f e r r e d  to  as  t he  " l i f t a b l e "  General  Purpose  Fi nan­
c i a l  S t a t e me n t s )  and t h a t  t h e  s t a t e m e n t s  would be p r e s e n t e d  in 
conformance  wi t h  GAAP. F i n a n c i a l  s t a t e m e n t s  t h a t  a r e  not  a u d i t e d  may 
or  may not  c o n t a i n  t h i s  i n f o r ma t i o n  s i n c e  c o mp l i a nc e  w i t h  GAAFR i s  
v o l u n t a r y .  However,  t he  d i f f e r e n c e s  found in t he  d i s c l o s u r e  s c o r e s  
o f  t he  two subsampl es  may p o s s i b l y  be a t t r i b u t a b l e  t o  a v a r i e t y  o f  
o t h e r  f a c t o r s  i n c l u d i n g ,  but not  l i m i t e d  t o ,  1) s t a t e  l aw,  2) s o p h i s ­
t i c a t i o n  o f  t he  a c c o u n t i n g  and r e p o r t i n g  s ys t e m,  and,  3) t he  l e v e l  o f
t r a i n i n g  o f  p e r s o n n e l .  C l e a r l y  t hough ,  t h e  l a c k  o f  an a u d i t  by an
independent  CPA i s  one  i n t u i t i v e l y  p l a u s i b l e  e x p l a n a t i o n  f o r  a low
l e v e l  o f  d i s c l o s u r e  in muni c i pa l  annual  r e p o r t s .  One s houl d  n o t e ,
though,  t ha t  the  i n c l u s i o n  o f  an a u d i t  o p i n i o n  doe s  not  g u a r a n t e e  
t h a t  u s e r s '  needs  w i l l  be met in terms o f  t h e i r  i n f or mat i on
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r e q u i r e m e n t s .  P e r h a p s  t h i s  i n d i c a t e s  t h a t  t h e  e s t a b l i s h m e n t  o f  a
body,  s uc h  a s  t h e  Government  A c c o u n t i n g  S t a n d a r d s  Board (GASB), i s  a
s t e p  in t h e  r i g h t  d i r e c t i o n ,  in t h a t  g o v e r n m e n t a l  u n i t s  need  a
s e p a r a t e  s e t  o f  s t a n d a r d s  r e g a r d i n g  m u n i c i p a l  r e p o r t i n g  and
d i s c l o s u r e  p r a c t i c e s  i f  u s e r s '  i n f o r m a t i o n  n e e d s  a r e  t o  be met .
The s t u d y  f i n d i n g s  show t h a t  t h e  s i z e  o f  a c i t y ,  a s  me a s u r e d  by
i t s  p o p u l a t i o n ,  i s  o n l y  v e r y  s l i g h t l y  r e l a t e d  t o  i t s  d i s c l o s u r e  s c o r e
f o r  a u d i t e d  c i t y  a nnua l  r e p o r t s ,  b u t  n o t  f o r  r e p o r t s  wh i c h  a r e  n o t
a u d i t e d .  The r e  c o u l d  be s e v e r a l  e x p l a n a t i o n s  f o r  t h i s  r e s u l t .  The
p r o p o s i t i o n  ha s  been a d v a n c e d ,  in t h e  c o r p o r a t e  s e c u r i t i e s  m a r k e t ,
t h a t  i n c r e a s e d  d i s c l o s u r e  may r e s u l t  i n  i n c r e a s e d  i n v e s t o r  c o n f i d e n c e
and improved m a r k e t a b i l i t y  o f  s e c u r i t i e s . ^  T h i s  may r e s u l t  in e a s i e r
2
and c h e a p e r  e x t e r n a l  f i n a n c i n g  f o r  a f i r m .  A d d i t i o n a l l y ,  some
b e l i e v e  t h a t  l a r g e r  f i r m s  make more e x t e n s i v e  u s e  o f  t h e  s e c u r i t i e s
3
m a r k e t s  t ha n  s m a l l e r  f i r m s .  I f  t h e s e  two o b s e r v a t i o n s  a r e  t r u e ,  
t h e n  a s  f i r m  s i z e  i n c r e a s e s ,  d i s c l o s u r e  may i n c r e a s e  s i n c e  l a r g e r  
f i r m s  r e a l i z e  t h a t  an  i n c r e a s e  in i n v e s t o r  c o n f i d e n c e  would s i g n i f i ­
c a n t l y  b e n e f i t  t hem.  The same p r o p o s i t i o n  may n o t  ho l d  f o r  t h e
1
" P r o p e r  D i s c l o s u r e  S e c u r e s  I n v e s t o r  C o n f i d e n c e , "  E d i t o r i a l ,  
F i n a n c i a l  E x e c u t i v e , 34 ( J a n u a r y  1 9 6 6 ) ,  4 6 .
2
See F r e d e r i c k  D. S.  Ch o i ,  " F i n a n c i a l  D i s c l o s u r e  and E n t r y  t o  
t h e  Eur opean  C a p i t a l  M a r k e t , "  J o u r n a l  o f  A c c o u n t i n g  R e s e a r c h , 11 
( 1 9 7 3 ) ,  15 9 - 1 7 5 .  He p r o v i d e d  some i n i t i a l  e v i d e n c e  r e g a r d i n g  t h e  f a c t  
t h a t  c o r p o r a t i o n s  f i r s t  e n t e r i n g  t h e  Eur opean  c a p i t a l  m a r k e t  t en d e d  t o  
i n c r e a s e  d i s c l o s u r e  in t h e i r  a n n u a l  r e p o r t s .  He h y p o t h e s i z e d  t h a t  
t h e s e  f i r m s  wer e  " m o t i v a t e d  t o  u p g r a d e  t h e i r  f i n a n c i a l  d i s c l o s u r e  in 
o r d e r  t o  o b t a i n  s c a r c e  money c a p i t a l  a s  c h e a p l y  a s  p o s s i b l e . "
3
S u r e n d r a  S.  S i n g h v i  and Ha r s ha  B. D e s a i ,  "An E m p i r i c a l  A n a l y s i s  
o f  t h e  Q u a l i t y  o f  C o r p o r a t e  F i n a n c i a l  D i s c l o s u r e , "  The A c c o u n t i n g  
Review,  46 ( 1 9 7 1 ) ,  1 2 9 - 138 .
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m u n i c i p a l  m a r k e t p l a c e .  U n l i k e  t h e  c o r p o r a t e  s e c u r i t i e s  m a r k e t ,  
t r a d e a b l e  e q u i t y  s h a r e s  o f  m u n i c i p a l i t i e s  do n o t  e x i s t .  C i t i e s  
( r e g a r d l e s s  o f  s i z e )  may n o t  f e e l  t h a t  i n c r e a s e d  d i s c l o s u r e  can 
i n f l u e n c e  t o  any  l a r g e  d e g r e e  t h e  t r a d i n g  p r i c e s  o f  t h e i r  bonds .
Tha t  i s ,  t h e  same t y p e  o f  m o n i t o r i n g  i n c e n t i v e s  ( o r  demand f o r  
i n f o r m a t i o n )  t h a t  have  been  f ound  in t h e  p r i v a t e  s e c t o r  may n o t  e x i s t  
in t h e  m u n i c i p a l  bond m a r k e t . ' ’ T h i s  may a c c o u n t  f o r  t h e  o b s e r v a t i o n  
t h a t  c i t y  s i z e  has  no a p p r e c i a b l e  e f f e c t  on t h e  e x t e n t  o f  d i s c l o s u r e  
in t h i s  s t u d y .
One s h o u l d  n o t e  t h a t ,  t h o u g h  a r e l a t i o n s h i p  i s  s t a t i s t i c a l l y  
s i g n i f i c a n t ,  w h e t h e r  o r  n o t  t h a t  r e l a t i o n s h i p  i s  i m p o r t a n t  i s  s t i l l  
open  t o  q u e s t i o n .  Tha t  q u e s t i o n  ca n  o n l y  be c o m p l e t e l y  a n s w e r e d  by 
a d d i t i o n a l  r e s e a r c h  and a p r e p o n d e r e n c e  o f  e v i d e n c e  r e g a r d i n g  t h a t  
r e l a t i o n s h i p .  However ,  g i v e n  t h e  v e r y  l a r g e  d i f f e r e n c e s  in d i s c l o ­
s u r e  s c o r e s  f rom t h e  a u d i t e d  a nd  n o t  a u d i t e d  a nnua l  r e p o r t  s u b ­
s a m p l e s ,  a u d i t  s t a t u s  o f  a r e p o r t  a p p e a r s  t o  have  a s u b s t a n t i a l  
i mpac t  on t h e  e x t e n t  o f  d i s c l o s u r e  in m u n i c i p a l  a nnua l  r e p o r t s .  The 
i m p l i c a t i o n  i s  t h a t  a r e q u i r e m e n t  t h a t  a l l  m u n i c i p a l  f i n a n c i a l  
s t a t e m e n t s  be a u d i t e d  by i n d e p e n d e n t  CPAs m i g h t  a i d  in i mpr ov i ng  t h e  
e x t e n t  o f  d i s c l o s u r e  in t h e s e  s t a t e m e n t s .  T h i s  r e q u i r e m e n t  may a t  
l e a s t  e n s u r e  t h a t  some d e g r e e  o f  u n i f o r m i t y  w i l l  be b r o u g h t  t o
k
James  M. P a t t o n ,  " I n f l u e n c e s  on E x t e r n a l  R e p o r t i n g  by M u n i c i ­
pal  i t i e s , "  R e s e a r c h  in Government  A c c o u n t i n g ,  R e p o r t i n g ,  B u d g e t i n g  and 
A u d i t i n g :  E v a l u a t i o n  a nd  I s s u e s  f o r  R e s e a r c h  ( n . p . : Amer i can
A c c o u n t i n g  A s s o c i a t i o n ,  1 9 8 2 ) ,  p .  8 5 .
c
P a t t o n ,  p.  85.
169
muni c i pal  r e p o r t i n g  and d i s c l o s u r e  p r a c t i c e s .  However,  t h i s  i s  o n l y  
a p a r t i a l  s o l u t i o n  s i n c e  an a u d i t  o p i n i o n  o n l y  i n d i c a t e s  t h a t  the  
f i n a n c i a l  s t a t e m e n t s  a r e  in conformance  w i t h  GAAP a s  a p p l i e d  t o  
m u n i c i p a l i t i e s .  As t h i s  s tudy  shows,  c omp l i anc e  wi t h  GAAP does  n o t ,  
by i t s e l f ,  e n s u r e  t h a t  u s e r s '  i n f o r ma t i o n  needs  w i l l  be met .  The 
subsample  o f  a u d i t e d  r e p o r t s  e x h i b i t e d  a low mean e x t e n t  o f  d i s c l o ­
sur e  becaus e  many i tems t hought  t o  be important  by the  r e s ponde nt s  
were e i t h e r  not  d i s c l o s e d  or  i n a d e q u a t e l y  d i s c l o s e d .
A c omprehens i ve  s e t  o f  o b j e c t i v e s  f o r  muni c i pal  f i n a n c i a l  
s t a t e me n t s  must be d e v e l o p e d .  The deve lopment  p r o c e s s  would t ake  
i n t o  c o n s i d e r a t i o n  t h e  i d e n t i f i c a t i o n  o f  t h e  v a r i o u s  u s e r  groups  and 
t h e i r  common i n f or mat i on  r e q u i r e me n t s .  Report i ng  and d i s c l o s u r e  
s t an dar ds  c ou l d  then be d e v e l o p e d  t o  meet  t he  p r e v i o u s l y  s p e c i f i e d  
o b j e c t i v e s .  The form and c o n t e n t  o f  muni c i pal  annual  r e p o r t s  coul d  
then be r e d e s i g n e d  c o n s i s t e n t  w i t h  t h e s e  s t a n d a r d s .  The c r e a t i o n  o f  
t he  GASB i s  most  c e r t a i n l y  a p o s i t i v e  c o u r s e  o f  a c t i o n  in e s t a b l i s h ­
ing a governmental  a c c o u n t i n g  s t a n d a r d - s e t t i n g  s t r u c t u r e ,  and in 
r e c o g n i z i n g  t he  f a c t  t h a t  t h e r e  a r e  important  d i f f e r e n c e s  between  
a c c o u n t i n g  p r i n c i p l e s  f o r  c o r p o r a t i o n s  and f o r  m u n i c i p a l i t i e s .
LIMITATIONS OF THE STUDY
Time and f i n a n c i a l  c o n s t r a i n t s  were l i m i t a t i o n s  in t h i s  s t u d y ,  
and a f f e c t e d  both t h e  s c ope  and r e s e a r c h  d e s i g n  o f  the  p r o j e c t .  
Ad d i t i o n a l  l i m i t a t i o n s  r e s u l t e d  from s e v e r a l  f a c t o r s .
Scope
The s t udy  was c o n f i n e d  t o  d i s c l o s u r e  in p u b l i s h e d  c i t y  annual
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r e p o r t s .  O t h e r  s o u r c e s  o f  f i n a n c i a l  i n f o r m a t i o n  were  a v a i l a b l e  s uc h  
a s  o f f i c i a l  o f f e r i n g  s t a t e m e n t s ,  a d v i s o r y  s e r v i c e  r e p o r t s ,  e t c .
These  s o u r c e s  were  c o n s i d e r e d  beyond t h e  s c o p e  o f  t h i s  s t u d y .
A n o t h e r  l i m i t a t i o n  was t h a t  t h e  m a t c h e d - p a i r  a n n u a l  r e p o r t  
s ampl e  c o n s i s t e d  o f  c i t i e s  w i t h  p o p u l a t i o n s  r a n g i n g  f rom 5 0 , 0 0 0  t o  
a p p r o x i m a t e l y  7 8 0 , 0 0 0 .  The s t u d y  d i d  n o t  c o n s i d e r  s m a l l e r  o r  l a r g e r  
c i t i e s .  O t h e r  s i z e d  c i t i e s  may ha ve  e x h i b i t e d  d i f f e r e n t  f i n a n c i a l  
and economi c  c h a r a c t e r i s t i c s  t h a n  t h o s e  o f  t h e  c i t i e s  i n c l u d e d  in t h e  
s t u d y .  The i n c l u s i o n  o f  o t h e r  s i z e d  c i t i e s  may ha ve  had an e f f e c t  on 
t h e  r e s u l t s  o f  t h e  s t u d y .
The s t u d y  c o n s i d e r e d  o n l y  t h e  o p i n i o n s  o f  one  g r ou p  o f  u s e r s .  
T ha t  i s ,  t h e  s u r v e y  d i d  n o t  a t t e m p t  t o  e x h a u s t  t h e  p o s s i b l e  u s e r  
g r o u p s  t h a t  c o u l d  have  been s u r v e y e d .  The i n f o r m a t i o n  n e e d s  o f  o t h e r  
u s e r  g r o u p s  such  a s  t a x p a y e r s ,  p u b l i c  o f f i c i a l s ,  r a t i n g  a g e n c i e s ,  
e t c . ,  were  a l s o  beyond t h e  s c o p e  o f  t h i s  s t u d y .  The me a s u r e  o f  
d i s c l o s u r e  u s e d  in t h i s  s t u d y  was b a s e d  on t h e  i n f o r m a t i o n a l  n e e d s  o f
p r o f e s s i o n a l  s e c u r i t y  d e a l e r s  e nga ge d  in t h e  e v a l u a t i o n  o f  a m u n i c i ­
p a l i t y ' s  c r e d i t w o r t h i n e s s .  Thus ,  t h e  m e a s u r e  may n o t  a d e q u a t e l y  
a d d r e s s  t h e  n e e d s  o f  o t h e r  u s e r  g r o u p s .
An a d d i t i o n a l  l i m i t a t i o n  stemmed f rom t h e  f a c t  t h a t  t h e  s t u d y
was u s e r - o r i e n t e d .  The n e e d s  o f  p r e p a r e r s  o f  m u n i c i p a l  f i n a n c i a l
s t a t e m e n t s  were  n o t  c o n s i d e r e d  in t h i s  s t u d y .
Use r  Sur vey
A m a i l e d  q u e s t i o n n a i r e  was u t i l i z e d  in t h i s  s t u d y  and was 
s u b j e c t  t o  many i n h e r e n t  l i m i t a t i o n s .  The s e  l i m i t a t i o n s  r e s u l t e d
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from the problems a s s o c i a t e d  wi t h  the  c o n c e p t s  o f  i n t e r n a l  and 
e x t e r na  I v a l i d  i t y .
Int ernal  Val i d  i ty
Int ernal  v a l i d  i t y , in b r i e f ,  i s  a measure o f  t h e  e x t e n t  
to which v a r i a t i o n  in the  dependent  v a r i a b l e  can be r e a d i l y  
a t t r i b u t e d  to (or s a i d  to  be caus ed  by) v a r i a t i o n s  in the  
independent  v a r i a b l e s  i nc l uded in t he  s tudy  - ^ t h a t  i s ,  how 
v a l i d  i s  the i n f e r e n c e  t h a t  c a s u a l i t y  e x i s t s .
Internal  v a l i d i t y  r e f e r s  t o  t h e  e x t e n t  to which t he  c a us a l  or  i nde ­
pendent  v a r i a b l e s  ( c i t y  s i z e  and a u d i t  s t a t u s )  ar e  r e s p o n s i b l e  f o r  
any obs e r ve d  d i f f e r e n c e s  in the  dependent  v a r i a b l e  ( d i s c l o s u r e  
s c o r e s ) .  The i n t e r n a l  v a l i d i t y  o f  t he  r e s e a r c h  d e s i g n  c ou l d  have  
been a f f e c t e d  becaus e  t h e r e  was no c o n t ro l  o v e r  t h e  r e s ponde nt s  as  
they  completed t h e  q u e s t i o n n a i r e .  The s u b j e c t s  f i l l e d  o u t  t he  
q u e s t i o n n a i r e s  in t h e i r  own envi ronment  and many f a c t o r s  c ou l d  not  be 
c o n t r o l l e d .  There may have been m i s i n t e r p r e t a t i o n s  o f  t he  q u e s t i o n s  
by the  r e s p o n d e nt s .  T h e r e f o r e ,  t he  s u b j e c t s '  r e s p o n s e s  may not  have  
been r e p r e s e n t a t i v e  o f  t h e i r  normal r e s p o n s e s  s i n c e  e x t r a n e o u s  
v a r i a b l e s  (unknown t o  t h e  aut hor )  may have a f f e c t e d  t h o s e  r e s p o n s e s .  
The q u e s t i o n n a i r e  c a l l e d  o n l y  f o r  a w r i t t e n  r e p l y  o f  a s u b j e c t ' s  
o p i n i o n ,  and f o r  t h i s  reason t he  r e s p o n s e s  might  not  have r e f l e c t e d  
t he  r e s p o n d e n t ' s  a c t u a l  o p i n i o n ,  but  mere l y  a r e f l e c t i o n  o f  what  
c u r r e n t l y  e x i s t s .  Thi s  c o u l d  have happened i n t e n t i o n a l l y  or  
u n i n t e n t i o n a l l y  s i n c e  t h e  r e s p o nde nt s  c ou l d  have been b i a s e d  out  o f  
s u s p i c i o n  or  i g n o r a n c e .  Thus,  t he  s u b j e c t s '  r e s p o n s e s  may not  be
 ̂ A. Rashad A b d e l - k h a l i k  and Bi p i n  B. Aj i nky a ,  Empi r i ca l  
Research in Account i ng  -  A Me t hodo l og i c a l  Vi ewpoi nt  ( S a r a s o t a ,  F l a . :  
American Account i ng  A s s o c i a t i o n ,  1 9 7 9 ) ,  p.  33*
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normal or  comparable  to each  o t h e r .  C l a s s i f y i n g  r e s p o n s e s  i n t o  
s e v e r a l  d i s c r e t e  c a t e g o r i e s  was not  t he  same as  a complex ,  r e a l - l i f e ,  
d e c i s i o n - ma k i n g  s i t u a t i o n .  The aut hor  hoped t h a t  t he  promise  o f  
c o n f i d e n t i a l i t y  to  the  r e s p onde nt s  in t he  c o v e r  l e t t e r  would have  
i n s p i r e d  the  r e s ponde nt s  to  r e p l y  in a c o n s c i e n t i o u s  and hone s t  
manner.  The c o n s i s t e n c y  check on an i n f or mat i on  i tem ( s e e  Chapter  
Three)  s ug g e s t e d  t h a t  t he  r e s ponde nt s  a t  l e a s t  a t t e mpt e d  to  respond  
to  the  q u e s t i o n n a i r e  in a r e s p o n s i b l e  manner.
One shoul d a l s o  r e c o g n i z e  t h e  f a c t  t he  s c o r i n g  o f  t he  annual  
repor t  was done by the  a u t h o r .  Thi s  s c o r i n g  was t o  some e x t e n t  
s u b j e c t i v e  and was not  s u b j e c t  to  independent  v e r i f i c a t i o n .  That i s ,  
the  s c o r i n g  o f  t he  annual  r e por t  sample might  have been d i f f e r e n t  had 
anot he r  r e s e a r c h e r  e v a l u a t e d  t he  sample .
As noted in Chapter Three ,  in s c o r i n g  t he  r e p o r t s ,  t h e  a u t h o r ' s  
i n t e r p r e t a t i o n s  may not  have mapped t h o s e  o f  t he  r e s p o nde nt s  had t hey  
s c ore d  t he  r e p o r t s  t h e m s e l v e s .  A l s o ,  t h e  r e s p o n d e n t s '  p e r c e p t i o n s  o f  
some o f  t he  d i s c l o s u r e  i tems in t he  q u e s t i o n n a i r e  may not  have been 
t he  same a s  t h o s e  o f  t he  au t h o r  (nor o f  each o t h e r ) .  That i s ,  
i n d i v i d u a l  i tems ( e . g . ,  p e n s i o n  plan i nf or mat i on)  were broken down 
i n t o  s ube l e me nt s  o n l y  f o r  t he  purpose  o f  s c o r i n g  t he  annual  repor t  
sample .  The i m p l i c i t  a s s umpt i on  was t h a t  t he  r e s ponde nt s  d e s i r e d  
t h i s  e x t e n t  o f  d i s c l o s u r e ,  when in f a c t ,  t hey  may not  have ranked 
some o f  t h e s e  s ube l eme nt s  as  i mp o r t a n t l y  i f  t he y  had been d e t a i l e d  in 
t he  q u e s t i o n n a i r e .  T h e r e f o r e ,  t h e  p o s s i b l e  e f f e c t  would have been to  
u n n e c e s s a r i l y  reduce t he  s c o r e  f o r  a c i t y  in t he  annual  r e por t  sample  
i f  a s ube l ement  was not  d i s c l o s e d .  Th i s  problem c ou l d  not  be avo i ded
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due to the l e n g t h  o f  the  q u e s t i o n n a i r e  and t he  f a c t  t h a t  c l o s e d  q u e s ­
t i o n s  ( r a t h e r  than open)  were us e d .  F i n a l l y ,  t he  au t hor  may have  
been b i a s ed  by h i s  own a t t i t u d e s  and b e l i e f s  which c ou l d  have i n f l u ­
enced the  q u e s t i o n s  asked and t he  i n t e r p r e t a t i o n s  o f  t he  answers  
rece  i v e d .
External  Val i d  i ty
"External  v a l i d i t y  d e s c r i b e s  t he  e x t e n t  t o  which the  r e s u l t s  o f  
any one s tudy  are  g e n e r a l i z a b l e  to o t h e r  s amp l e s ,  t i me  p e r i o d s ,  
e v e n t s ,  and so f o r t h . E x t e r n a l  v a l i d i t y  r e f e r s  t o  t h e  d e g r e e  to  
which the  r e s u l t s  and c o n c l u s i o n s  o f  t he  p r e s e n t  s t u dy  can be e x t r a p ­
o l a t e d  to  o t h e r  s c e n a r i o s .  The p r e s e n t  s t u dy  s u f f e r s  from two b a s i c  
l i m i t a t i o n s  in i t s  e x t e r n a l  v a l i d i t y .  F i r s t ,  t he  low r e s p o n s e  r a t e  
(19%) may i n d i c a t e  a b i a s  in t he  t y p e ( s )  o f  s u b j e c t ( s )  who responded.  
That i s ,  the  r e p r e s e n t a t i v e n e s s  o f  t he  r e s p onde nt s  may be q u e s t i o n e d  
s i n c e  t h e  pe o p l e  who responded may not  r e p r e s e n t  t he  r e a c t i o n  t h a t  
would have been r e c e i v e d  had a t o t a l  random sample been a c h i e v e d .
Thi s  in turn may impact o r  i n f l u e n c e  t he  v a l i d i t y  o f  any c o n c l u s i o n s  
reached .  I f  t h e s e  c o n c l u s i o n s  a r e  t o  be e x t e nd e d  t o  o t h e r  s e t t i n g s  
then t h e r e  must be reason t o  b e l i e v e  t h a t  t h e  r e s p o nde nt s  r e f l e c t  the  
o p i n i o n s  and b e l i e f s  o f  t h e  p o p u l a t i o n  about  which one  w i s h e s  to make 
a s s e r t i o n s .  ( T h e r e f o r e ,  a n o n - r e s p o n s e  t e s t  was conduct ed  which did  
not  i n d i c a t e  a n o n - r e s p o n s e  b i a s .  See  Chapter Three  f o r  s p e c i f i c  
d e t a i l s . )  In a d d i t i o n ,  t h e  s e c u r i t y  d e a l e r s  l i s t e d  in t he  d i r e c t o r y  
may not  be t y p i c a l  o f  a l l  i n d i v i d u a l s  who c onduct  a n a l y s e s  o f
 ̂ A b d e l - k h a l i k  and A j i n k a ,  p.  33-
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m u n i c i p a l  d e b t .  For  t h e s e  r e a s o n s ,  a ny  g e n e r a l i z a t i o n s  mus t  be 
r e s t r i c t e d  t o  t h e  s u b s a m p l e  o f  s e c u r i t y  d e a l e r s  who p a r t i c i p a t e d  in 
t h e  s t u d y .
The s econd  p o t e n t i a l  p r o b l e m c o n c e r n s  t h e  t a s k  o f  v a l u i n g  t h e  
i n f o r m a t i o n  i t ems  by t h e  r e s p o n d e n t s .  The r e s p o n d e n t s  wer e  a s k e d  t o  
v a l u e  t h e  i t e ms  in t h e  f r a me wor k  o f  t h e  e v a l u a t i o n  o f  a g o v e r n m e n t a l  
e n t i t y ' s  c r e d i t w o r t h i n e s s .  O t h e r  f a c t o r s  c e r t a i n l y  e n t e r  i n t o  t h i s  
e v a l u a t i o n  in t h e  r e a l  w o r l d  ( s u c h  a s  t h e  c o s t  o f  o b t a i n i n g  a d d i t i o n ­
a l  i n f o r m a t i o n ) .  A l s o ,  s i n c e  t h e  d e f i n i t i o n  o f  " c r e d i t w o r t h i n e s s "  
and " g o v e r n m e n t a l  e n t i t y "  may v a r y ,  a ny  e f f e c t s  f ound  in t h i s  s t u d y  
may be ove r s h a d o we d  by o t h e r  f a c t o r s  in a more  s p e c i f i c  and  normal  
r e a l - w o r l d  s e t t i n g .
M u n i c i p a l  Annual  R e p o r t  Sample
F i r s t ,  t h e  m u n i c i p a l  a n n u a l  r e p o r t  s a mp l e  was n o t  s t r i c t l y  
r andom.  T h i s  c o n d i t i o n  was c a u s e d  by t h e  m a t c h e d - p a i r s  d e s i g n  t h a t  
was u t i l i z e d  t o  i s o l a t e  t h e  e f f e c t  o f  a u d i t  s t a t u s .  Se c ond ,  t h e  
t h r e e  m a t c h i n g  v a r i a b l e s  ( p o p u l a t i o n ,  t o t a l  bonded d e b t ,  and f i s c a l  
y e a r - e n d )  may n o t  ha ve  been  s u f f i c i e n t  t o  c o m p l e t e l y  i s o l a t e  t h e  
a u d i t  s t a t u s  e f f e c t .  T h i r d ,  p o p u l a t i o n  was u s e d  a s  a s u r r o g a t e  f o r  
t h e  v a r i a b l e  c i t y  s i z e .  T h e r e  a r e  o t h e r  m e a s u r e s  t h a t  c o u l d  have  
been u s e d  a s  a s u r r o g a t e  f o r  c i t y  s i z e  ( e . g . ,  t h e  amount  o f  g e n e r a l  
f i x e d  a s s e t s ,  t o t a l  combi ned  a s s e t s ,  t o t a l  combined r e v e n u e s ,  e t c . ) .  
The i s s u e  o f  whi ch  v a r i a b l e  i s  t h e  b e s t  m e a s u r e  o f  c i t y  s i z e  r e ma i ns  
t o  be a n s we r e d  by f u t u r e  r e s e a r c h e r s .
F i n a l l y ,  no a t t e m p t  was made t o  d e t e r m i n e  w h e t h e r  t h e  c i t y
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a nnua l  r e p o r t s  c l a s s i f i e d  a s  " n o t  a u d i t e d "  were  a u d i t e d  in a p r i o r  
y e a r  o r  y e a r s .  The p o s s i b i l i t y  e x i s t s  t h a t  i f  a c i t y  a nnua l  r e p o r t  
was in f a c t  a u d i t e d  in a p r i o r  y e a r ,  t h e  a u d i t  may ha ve  an i mpact  on 
what  i n f o r m a t i o n  was d i s c l o s e d  in a s u b s e q u e n t  r e p o r t  o r  r e p o r t s .  
However ,  many o t h e r  f a c t o r s  (beyond t h e  r e s e a r c h e r ' s  c o n t r o l )  c o u l d  
a l s o  have an e f f e c t  on t h e  d i s c l o s u r e  o f  a nnua l  r e p o r t  i n f o r m a t i o n  
( e . g . ,  t h e  a c c o u n t i n g  b a c k g r o u n d  and  e x p e r t i s e  o f  a c i t y ' s  c h i e f  
f i n a n c i a l  o f f i c e r ) .
SUGGESTIONS FOR ADDITIONAL RESEARCH
The t o p i c  o f  m u n i c i p a l  d i s c l o s u r e  i s  v e r y  b r o a d  and compl ex  in 
n a t u r e .  A c c o r d i n g l y ,  a p l e t h o r a  o f  r e s e a r c h  i s s u e s  e x i s t  t h a t  c a l l  
f o r  a c o n t i n u i n g  r e s e a r c h  i n t e r e s t  in t h i s  a r e a .  S e v e r a l  t o p i c s  o r  
a r e a s  a p p r o p r i a t e  f o r  f u r t h e r  r e s e a r c h  a r e  p r e s e n t e d  be low.
B e f o r e  t h e  i n f o r m a t i o n  n e e d s  o f  u s e r s  o f  e x t e r n a l  r e p o r t s  can be 
s e t  f o r t h ,  i t  i s  n e c e s s a r y  t o  d e t e r m i n e  who t h o s e  u s e r s  a r e .  One 
g r o u p  o f  u s e r s  was i d e n t i f i e d  and  s u r v e y e d  in t h i s  s t u d y .  Would 
o t h e r  g r o u p s  o f  p o t e n t i a l  u s e r s  r e s p o n d  in a s i m i l a r  f a s h i o n  t o  t h e  
s u r v e y ?  T h i s  t y p e  o f  i n f o r m a t i o n  m i g h t  s e r v e  t o  r e d u c e  c o n f l i c t s  
among v a r i o u s  u s e r  g r o u p s .  For  e x a mp l e ,  i t  i s  h i g h l y  u n l i k e l y  t h a t  
a l l  p o t e n t i a l  u s e r s  c o u l d  be s e r v e d  by a s i n g l e  m u n i c i p a l  annua l  
r e p o r t .  However ,  t h e r e  m i g h t  be a s u f f i c i e n t  number  o f  i n f o r m a t i o n  
n e e d s  common t o  a number  o f  t h e s e  u s e r s  s o  t h a t  s e v e r a l  can  be 
a d e q u a t e l y  s a t i s f i e d  by t h e  same t y p e  o f  r e p o r t .
An o t h e r  p o t e n t i a l  a r e a  o f  f u r t h e r  r e s e a r c h  in t h e  a r e a  o f  
d i s c l o s u r e  c o n c e r n s  t h e  p r e p a r e r s  o f  m u n i c i p a l  a nnua l  r e p o r t s .
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A l t hough  s e v e r a l  s t u d i e s  have  f o c u s e d  on a v a r i e t y  o f  i s s u e s  c o n c e r n ­
ing m u n i c i p a l  d i s c l o s u r e ,  none  ha ve  a t t e m p t e d  t o  exami ne  t h e  q u e s t i o n  
o f  c o n s e n s u s  be t ween  u s e r s  and p r e p a r e r s  o f  m u n i c i p a l  a n n u a l  r e p o r t s  
a s  t o  t h e  i n f o r m a t i o n  c o n t a i n e d  t h e r e i n .  P a r t i c u l a r l y ,  do p r e p a r e r s  
have  an u n d e r s t a n d i n g  o f  u s e r  i n f o r m a t i o n  r e q u i r e m e n t s ,  and do t h e y  
a t t e m p t  t o  p r o v i d e  t h e  d e s i r e d  i n f o r m a t i o n  in m u n i c i p a l  a nnua l  
r e p o r t s ?
S e v e r a l  a p p r o a c h e s  ha ve  been  u s e d  t o  s t u d y  i n v e s t o r  b e h a v i o r  
w i t h  r e s p e c t  t o  p u b l i s h e d  c o r p o r a t e  a n n u a l  r e p o r t s .  Some o f  t h e s e  
a p p r o a c h e s  may be a d a p t a b l e  t o  t h e  s t u d y  o f  m u n i c i p a l  d i s c l o s u r e .
For  e x a mp l e ,  u s e r s  c o u l d  be o b s e r v e d  in t h e i r  own wo r k i n g  e n v i r o n ­
m e n t s .  D e s c r i p t i v e  mode l s  c o u l d  be c o n s t r u c t e d  t h a t  would a r t i c u l a t e  
how t h e  u s e r s  make t h e i r  d e c i s i o n s .  I f  u s e r s '  d e c i s i o n  p r o c e s s e s  
c o u l d  be u n d e r s t o o d ,  p o s s i b l y  t h e  i n f o r m a t i o n  r e q u i r e d  t o  f a c i l i t a t e  
t h o s e  d e c i s i o n s  c o u l d  be i n f e r r e d .  Us e r s  o f  m u n i c i p a l  a n n u a l  r e p o r t s  
c o u l d  a l s o  be q u e s t i o n e d  a s  t o  t h e  t y p e  o f  d e c i s i o n s  t h e y  make.  
Nor ma t i ve  mode l s  o f  how t h e y  make t h o s e  d e c i s i o n s  c o u l d  be c o n s t r u c ­
t e d  and i n f e r e n c e s  made a s  t o  what  t h e i r  i n f o r m a t i o n  r e q u i r e m e n t s  
s h o u l d  be .
R e g a r d i n g  t h e  m a i n t e n a n c e  o f  g o v e r n m e n t a l  a c c o u n t s  on a fund  
b a s i s ,  two r e s e a r c h a b l e  i s s u e s  become a p p a r e n t .  F i r s t ,  i s  fund 
a c c o u n t i n g  t h e  opt imum means o f  p r o v i d i n g  i n t e r n a l  u s e r s  o f  m u n i c i p a l  
a nnua l  r e p o r t s  w i t h  t h e  d a t a  n e c e s s a r y  t o  manage t h e i r  o r g a n i z a t i o n s  
in an e f f i c i e n t  and e f f e c t i v e  manner?  Se c ond ,  doe s  fund  a c c o u n t i n g  
p r o v i d e  t h e  b e s t  p o s s i b l e  b a s i s  f o r  i n f o r m i n g  e x t e r n a l  u s e r s  o f  
m u n i c i p a l  annua l  r e p o r t s  a b o u t  t h e  f i n a n c i a l  c o n d i t i o n  o f  a
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g ov e r n me n t a l  u n i t ?
Ot h e r  e x t e n s i o n s  t o  t h e  p r e s e n t  s t u d y  i n c l u d e :  What o t h e r
v a r i a b l e s  i n f l u e n c e ,  o r  a r e  a s s o c i a t e d  w i t h ,  d i s c l o s u r e  in m u n i c i p a l  
annua l  r e p o r t s ?  What e f f e c t  would t h e  c o s t  a t t a c h e d  t o  t h e  i n f o r m a ­
t i o n  i t ems  i n c l u d e d  in t h e  d i s c l o s u r e  model  have  on t h e  r e s u l t s ?  A 
f u r t h e r  s t u d y  c o u l d  be d i r e c t e d  t owa r d  c i t i e s  w i t h  p o p u l a t i o n s  un d e r  
5 0 , 0 0 0 .  A d d i t i o n a l l y ,  d o e s  d i s c l o s u r e  in c i t y  a n n u a l  r e p o r t s  d i f f e r  
by g e o g r a p h i c a l  a r e a ?  F i n a l l y ,  f a c t o r  a n a l y s i s  c o u l d  be u s e d  on t h e  
i n f o r m a t i o n  i t e ms  t o  r e d u c e  t h e  number  o f  d e p e n d e n t  v a r i a b l e s  t o  a 
s m a l l e r  s e t  o f  o r t h o g o n a l  d i m e n s i o n s .  T h i s  t e c h n i q u e  would be used  
b e c a u s e ,  q u i t e  p o s s i b l y ,  many o f  t h e  r e s p o n s e s  a r e  i n t e r c o r r e l a t e d .  
Any c o m p a r i s o n s  o r  s i g n i f i c a n c e  t e s t s  c o u l d  t h e n  be made on t h e  b a s i s  
o f  mean f a c t o r  s c o r e s  on t h e s e  d i m e n s i o n s .
Many o t h e r  p o t e n t i a l  r e s e a r c h  a r e a s  e x i s t  o t h e r  t h a n  t h o s e  
p r e v i o u s l y  m e n t i o n e d .  R e s e a r c h  in t h e  a r e a  o f  m u n i c i p a l  a c c o u n t i n g  
and f i n a n c e  i s  n e c e s s a r y  i f  m u n i c i p a l i t i e s  a r e  g o i n g  t o  be a b l e  t o  
e s t a b l i s h  t h e  mos t  e f f i c i e n t  and  e f f e c t i v e  met hods  o f  d i s t r i b u t i n g ,  
a c c o u n t i n g  f o r ,  and r e p o r t i n g  o n ,  t h e i r  f i n a n c i a l  r e s o u r c e s .
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o f  Monopsony P r i c i n g . "  J o u r n a l  o f  B u s i n e s s ,  ( A p r i l  1 9 6 5 ) ,  pp .  
135- 148 .
U n p u b l i s h e d  M a t e r i a l s
Ba r on ,  C. Da v i d .  "The D i s t r i b u t i o n  and T i m e l i n e s s  o f  t h e  Annual
Mu n i c i p a l  F i n a n c i a l  R e p o r t . "  Working p a p e r ,  Amer i can  A c c o u n t ­
ing A s s o c i a t i o n  1978.
P e a c o c k ,  Kenne t h  E. " M u n i c i p a l  Bond R a t i n g s :  A M u l t i p l e  D i s c r i m i ­
n a n t  A n a l y s i s . "  D i s s .  L o u i s i a n a  S t a t e  U n i v e r s i t y  and A g r i c u l ­
t u r a l  and Me cha n i ca l  C o l l e g e  1979-
R u b i n f e l d ,  D a n i e l .  "An E c o n o m e t r i c  A n a l y s i s  o f  t h e  Ma r ke t  f o r  
Gene r a l  O b l i g a t i o n  Mu n i c i p a l  B o n d s . "  D i s s .  M a s s a c h u s e t t s  





This questionnaire presents a list of Information I terns which could be presented In the 
annual report of a governmental unit. You are requested to assign a value from 0 to k to each 
Item of Information on the accompanying list.
Using a five-step numerical scale, you are asked to enter one of the following numbers:
0 I 2 3
Into the designated space (column called "weight") for each Items. Entering a "0" for an item 
of Information Indicates that the I tern is unimportant and should not be disclosed in the annual 
report. If a "V‘ Is entered, the Indication would be that the Item is essential and should 
appear in the annual report. The weights "1," "2," and "3“ should be used to Indicate varying 
degrees of Importance corresponding to "slightly important," "moderately important," and "very 
Important." Your frame of reference for judging the importance of each Item should be from the 
standpoint of a municipal financial analyst. Your objective in assessing the importance of
each item would be the evaluation of a governmental entity's creditworthiness to make a
decision regarding the purchase or sale of the entity's general obligation bonds.
Item Structure of General-Purpose Financial Statements
Number* WEIGHT
I. Form of Financial Statements
A. Balance Sheets
1 1. A combined balance sheet for all funds. ___
2 2. A consolidated balance sheet for all funds and account groups. _____
3 3* Combining balance sheets for all funds of each type. _____
 ̂ k. Individual balance sheets for each fund and account group. _____
B. Operating Statements 
Governmental Funds
5 1. A consolidated statement of revenues, expenditures, and changes
in fund balance for all governmental fund types.
6 2. A combined statement of revenues, expenditures, and changes in
fund balance for all governmental fund types.
7 3» Combining statements of governmental fund revenues,
expenditures, and changes In fund balance by fund type.
8 *». A combined statement of revenues, expenditures, and changes in
fund balances - budget and actual - for the general and special 
revenue fund types.
9 5. Individual statements of revenues, expenditures, and changes in
fund balance for each fund.
10 6. A consolidated statement of revenues, resources, and expenses
Identified by object (e.g., sales taxes, restricted grants, 
salaries) and linked to specific services (e.g., public safety, 
health, etc).
11 7* A consolidated statement of changes in cash position.
12 8. A consolidated statement of changes in financial position.
13 9* A consolidated statement of changes in the unit’s equity.
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10. A combined statement of cash receipts and disbursements for all 
funds.
11. A combined statement of general governmental revenues - general 
and special revenue funds.
12. A combined statement of general governmental expenditures - 
general and special revenue funds.
Proprietary and Fiduciary Funds
1. A combined statement of revenues, expenses, and changes in 
retained earnings (or equity).
2. A combined statement of changes In financial position.
3. Combining statements of fund revenues, expenses, and changes in 
retained earnings (or equity) by fund type.
k .  Combining statements of fund changes In financial position by 
fund type.
5. Individual statements of revenues, expenses, and changes in 
retained earnings (or equity) and changes In financial position 
for each fund.
6 . A combining statement of changes in assets and liabilities for 
all agency funds.
C. Other
1. Financial statements prepared on a current value or price-level 
adjusted basis.
2. Historical summaries of important data, such as comparative 
balance sheets, equities, etc.
How many years should be covered by the summary?
(indicate no. of years)
D. Account Groups
1. Statement of the balance of and changes in general fixed assets.
2. Statement of the balance of and changes in general long-term 
debt.
Content of Financial Statements
A. Assets
1. A combined schedule of delinquent taxes receivable by funds.
2. Ratio of total annual collections (current and delinquent) to 
total property tax levy.
3. Actual value of property in the tax jurisdiction.
k .  Descriptions of:
a. Trends In tax delinquencies.
WEIGHT
*Renumbered fo r  d i s c u s s i o n  p u r p o s e s .




31 b. Recent changes In assessed valuation of taxable properties. _
32 c. The manner In which delinquent taxes are collected._________ _
33 d. The results of collection efforts of delinquent taxes.______ _
3I1 e. The interest and penalty charged on delinquent taxes._______ _
35 5* Disclosure of prepaid expenses._______________________________
36 6 . A combined schedule of investments for all funds.________________
37 7. A combined schedule of investments for all funds indicating
their current market value.________________________________ _
38 8 . Disclosure of inventories, noting amount, basis of valuation,
and the method used to determine cost._______________________ _
9* Fixed assets:
39 a. Classification breakdown (such as land, equipment, and
buiIdings).____________________________________________
40 b. Indication of original cost and/or basis, accumulated
depreciation, and the current provision for depreciation. _
41 c. The source of monies used to acquire fixed assets.________ _
10. Capital expenditures:
42 a. Current dollar amount.___________________________________
43 b. Budgeted capital expenditures for the coming year.____________
44 II. Description of restrictions on assets._______________________ _
B. Debt and Equi ty
45 I. Information on major leasing of assets under which the
governmental unit is the lessee.____________________________ _
46 2. Information pertaining to the governmental unit's pension plan. _
47 3* Information pertaining to accrued vacation and sick pay.________ _
48 A. Information relating to contingencies._________________________
49 5. Information relating to the unit's bond rating and any change in
that rating._____________________________________________ _
50 6 . A combined schedule of bonds payable by funds.
51 7. Explanatory information relating to interest and long-term debt. _
8 . Information relating to:
52 a. The computation of the legal debt margin.
53 b. The debt service requirements to maturity - general
obligation bonds._______________________________________
54 c. A summary of debt service charges to maturity.
*Renumbered fo r  d i s c u s s i o n  p u rp o se s .




80 5- A statement of the city's principal taxpayers.
8 1 6. Economic Influences and trends affecting the governmental unit.
82 7- Size and composition of the city labor force.
IV. Accompanying Disclosures 
8) Ti Information on the unit's management, such as names, ages, and
responsIblI 11les.
8k 2. Forecasts or projections for subsequent periods.
85 3- Information relating to the method used to record financial
activities (cash, accrual, or modified accrual).
86 k. Disclosure of any lack of compliance with legal provisions.
87 5- Description of policy for inclusion and exclusion of units of
government (i.e .,  consolidation policy) and specifleally which 
funds and activities are reported or not reported.
88 6. Description of material differences between the budgets and
the actual financial results for the last five fiscal years.
89 7- A summary of significant accounting policies.
90 8. A transmittal letter from the unit's finance officer.
’•Renumbered for discussion purposes.
Please use the space below to list any other information items that you feel are 
Important and should be included in the annual report of a city.
Please check __ If you would like a summary of the results of the study. Please make
sure that you have answered all five pages of the questionnaire. THANK YOU VERY MUCH 
FOR YOUR HELP AND COOPERATION.
Please return to:
Franklin J. Plewa, Jr.
Department of Accounting 
College of Business Administration 
Louisiana State University 
Baton Rouge, Louisiana 70803
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CATEGORY CLASSIFICATION OF INFORMATION ITEMS
Category 1 Items
These items would have been disclosed as distinct pieces of information (self-contained) in the
annual report.
I tem
Form of Financial Statements 
Balance Sheets
I. A combined balance sheet for all funds (3.18).
3. Combining balance sheets for all funds of each type (2.39).
4. Individual balance sheets for each fund and account group (2.68).
Operating Statements 
Governmental Funds
6 . A combined statement of revenues, expenditures, and changes in fund balance for all
governmental fund types (2 .8*0 .
7. Combining statements of governmental fund revenues, expenditures, and changes in fund
balance by fund type (2.50).
8 . A combined statement of revenues, expenditures, and changes in fund balances - budget
and actual - for the general and special revenue fund types (2 .78).
9. Individual statements of revenues, expenditures, and changes In fund balance for each
fund (2 .81).
14. A combined statement of cash receipts and disbursements for all funds (2.54).
15. A combined statement of general governmental revenues - general and special revenue
funds (2.53)-
16 . A combined statement of general governmental expenditures - general and special
revenue funds (2 ,55).
Proprietary and Fiduciary Funds
17. A combined statement of revenues, expenses, and changes in retained earnings (or
equity) (2 .89).
18. A combined statement of changes in financial position (2.69).
19. Combining statements of fund revenues, expenses, and changes in retained earnings
(or equity) by fund type (2.35).
20. Combining statements of fund changes in financial position by fund’type (2.02).
2 1 . Individual statements of revenues, expenses, and changes in retained earnings (or 
equity) and changes in financial position for each fund (2.46).
22. A combining statement of changes in assets and liabilities for all agency funds 
( 2 . 0 8 ) .
Other
23. Financial statements prepared on a current value or price-level adjusted basis 
( 1 . 78) .
2*). Historical summaries of Important data, such as comparative balance sheets, equities,
etc. (3 .0<l).
Content of Financial Statements 
Assets
27. A combined schedule of delinquent taxes receivable by funds (2.92).
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C ategory  I Items ( c o n t in u e d )
28 . Ratio of total annual collections (current and delinquent) to total property tax levy 
(3 .68).
29. Actual value of property in the tax jurisdiction (3-75).
32. Description of the manner in which delinquent taxes are collected (2 .68).
36. The interest and penalty charged on delinquent taxes (2.38).
36. A combined schedule of investments for all funds (2.73).
37. A combined schedule of investments for all funds indicating their 
value (2 .76).
current market
39. Classification breakdown (such as land, equipment, and buildings) 
(2.55).
of fixed assets
A!. The source of monies used to acquire fixed assets (2.26).
6 6 . Description of restrictions on assets (2.82).
6 8 .
Debt and Equity
Information relating to contingencies (2.72).
50. A combined schedule of bonds payable by funds (3.52).
51. Explanatory information relating to interest and long-term debt (3-67).
52. The computation of the legal debt margin (3.39).
53. The debt service requirements to maturity - general obligation bonds (3-76).
56. A summary of debt service charges to maturity (3.36).
55. The computation of direct and overlapping debt (3-67).
56. Debt per capita (3.53)•
57. Ratio of debt to assessed valuation (3-66).
58. Debt as a percentage of total estimated true valuation of taxable 
the ent i ty (3-52).
real property in
59. The percent of general revenues used for debt service (3-37).
6 0 . The average turnover time for general obligation bonds.
6 1 . The portion of the tax rates applicable to debt (2.66).
63. Current revenue bond coverage (3-72).
66 . Description of restrictions on entity equity (2.89).
65.
Summary of Statistical Data (Tables)
The following data presented for the last ten fiscal years: 
General governmental expenditures by function (2.75).
6 6 . General revenues by source (3.12).
67. Tax revenues by source (3.27).
6 8 . Property tax levies and collections (3.68).
69. Assessed and estimated actual value of taxable property (3.56).
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Category I I terns ( c o n t in u e d )
70. Property tax rates and tax levies - all overlapping governments (3-18).
71. Special assessment collections (2.6k),
72. Ratio of net general bonded debt to assessed value and net bonded debt per capital
(3-35).
73. Ratio of annual debt service expenditures for general bonded debt to total general 
expend Itures (3 .11).
7k. Schedule of revenue bonds coverage (3-37).
75. Property value, construction, and bank deposits (2.65).
Other miscellaneous statistical data:
77. Schedule of insurance in force (2.11).
80. A statement of the city's principal taxpayers (3-63).
81. Information regarding economic influences and trends affecting the governmental unit
(3-19).
Accompanying Disclosures 
8k. Forecasts or projections for subsequent periods (2.33).
85. Information relating to the method used to record financial activities (cash,
accrual, or modified accrual) (3 -16).
8 6 . Disclosure of any lack of compliance with legal provisions (3.57).
87. Description of policy for inclusion and exclusion of units of government (i.e.,
consolidation policy) and specifically which funds and activities are reported or not 
reported (2.83).
8 8 . Description of material differences between the budgets and the actual financial
results for the last five fiscal years (3.23).
89. A summary of significant accounting policies (3-20).
90. A transmittal letter from the unit's finance officer (2.52).
Category 2 Items
These items could have been disclosed in varying degrees of specificity.
Content of Financial Statements 
Assets
I tern
30. Trends in tax delinquencies (3-30)
a. Dollar amount (1.65); or
b. General comment as to direction (1.65).
31. Recent changes In assessed valuation of taxable properties (3.55).
a. Dollar amount (1.775); or
b. General comment as to direction (1.775).
33- The results of collection efforts of delinquent taxes (2.9k).
a. Dollar amount (1. k 7); or
b. General comment (1.k7).
35. Disclosure of prepaid expenses (2.36).
a. Dollar amount (1.18); or
b. General comment (1.18).
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Category  2 Items ( c o n t in u e d )
A2. Current capital expenditures (3.23).
a. Current dollar amount (1.615); or
b. General comnent (1.615).
1*3. Budgeted capital expenditures for the coming year (3.26).
a. Dollar amount (1.63); or
b. General comment (1.63).
Debt and Equity
1*7. Information pertaining to accrued vacation and sick pay (1.97).
a. Dollar amount (.985); or
b. General comment (.985).
Category 3 Items
These I terns could have been disclosed in terms of subelements of Information.
Form of Financial Statements 
Account Groups
I tern
25. Statement of general fixed asset group of accounts (2.56).
a. Balance (1.28);
b. Changes in the account (1.28).
26. Statement of general long-term debt group of accounts (3-37)-
a. Balance (I.685);
b. Changes in the accounts (1.685).
Content of Financial Statements 
Assets
38. Disclosure of inventories (2.17).
a. Dollar amount (.72).
b. Basis of valuation (.72).
c. Method used to determine cost (.73).
1*0. Information relating to fixed assets (2.3*0.
a. Original cost and/or basis (.78).
b. Accumulated depreciation (.78).
c. Current provision for depreciation (.78).
Debt and Equity
1*5. Information on major leasing of assets under which the governmental unit is
the lessee (3 . 12).
a. General leasing arrangements (.39).
b. Basis of contingent rental payments (.39).
c. Terms of renewals, purchase options, and escalation clauses (.39).
d. Restrictions imposed by lease arrangements (.39).
e. Operating leases
1) Minimum future rental payments (.39).
2) Composition of total rental expense (.39).
f. Capital leases
1) Gross assets and accumulated amortization (.39).
2) Minimum future lease payments and present values of the net minimum lease
payment (.39).
**6 . Information pertaining to the governmental unit's pension plan (3.27).
a. Employee groups covered (.8175).
b. Accounting and funding policy (.8175).
c. Current provision for pension costs (.8175).
d. Relationship of funded to vested benefits (.8175).
*19. Information relating to the unit's bond rating (3.1*0).
a. Current rating (1.70).
b. Change In rating (1.70).
APPENDIX 8 ( c o n t in u e d )
Category )  Items ( c o n t in u e d )
Stfwmery of Statistical Data
bther mlsceilaneous statistical data:
76. Demographic Information - total population breakdown by:
a. Age group (1.465); and
b. Income level (1.465).
78. City official information (1.64).
a. Salaries (.82).
b. Amount of surety bonds (.82).
79. Employment data (2.68).
a. Number of employees (1.34).
b. Trend In employment levels (1.34).




83. Information on the unit's management (1.93).





ANNUAL REPORT MATCHING VARIABLE INFORMATION
PopulatIon Debt Debt Fiscal Maximum Actual Relat 1v
City Population Matching (000 Matching Year-End Possible Score Score
Percentage omitted) Percentage Score
1. Oakland, CA 329,700 29,175 6-30-79 232.6 116.7 50.2
Long Beach, CA 3t»2 ,600 96.2 31 ,850 91 .6 6-30-79 261.7 117.6 68 .6
2. Oshkosh, Wl 50,500 26,187 12-31-79 21)0.6 11)2.6 59.2
Wauwatosa, Ul 50,600 99.8 97.1 12-31-79 212.0 5.6 2 .6
3. Glendale, AZ 70,000 10,7611 6-30-79 229.3 53-2 23.2
Lawrence, MA 65,kOO 93. 6 10,107 93-9 6-30-79 211.7 17.5 8.3
A. Ft. Coll Ins, CO 71,000 11,159 12-31-79 233.1 156.9 67.3
Springfield, OH 71,200 99.7 g.'iog 86.3 12-31-79 218.6 6 .1) 2 .0
5. Lancaster, PA 57,'tOO i,35o 12-31-79 221 .0 63-5 19.7
Kettering, OH 71,000 80 .8 1,080 80 .0 12-31-79 218.0 31.2 16.3
6 . Bakersfield, CA 90 ,000 18,285 6-30-79 213.5 117.1 56.8
Lynn, MA 80,368 89.3 19,230 95.1 6-30-79 208.3 25.3 12.1
7. Des Plains, IL 55,700 11,995 12-31-79 227.0 130.5 57.5
Mansfield, OH 5 ,̂500 97.8 12,<t29 96.5 12-31-79 226.6 17.1 7.6
8 . Allentown, PA 102,996 18,5*15 12-31-79 22I|.3 160.6 62.6
Hammond, 1N 102,100 99.1 19,095 97.1 12-31-79 215.5 16.8 7.8
9. Bristol, CN 55,000 13 ,'•81 6 -30-80 226.1 168.3 76.6
Waltham, MA 55,000 100.0 1*1,930 90.3 6 -30-80 211 .6 30.3 16.3
10. Appleton, Wl 65,600 28,205 12-31-79 213.5 53-6 2 5 .O
Terre Haute, IN 62 ,100 9*1.7 30,1185 92.5 12-31-79 211 .6 23.6 11.1
11. Janesvllie, Wl 51,100 21,322 12-31-79 206.9 25.6 12.5
Vancouver, WA 50,500 9 8 .8 20,391 95.6 12-31-79 226.1 151.6 6 7 .0
12. S ioux Fa 11s , SD 76,300 13,700 12-31-79 236.9 161.1 68 .6
Lakewood, OH 62,100 81 .<1 13,*i73 98.3 12-31-79 209.5 12.6 5.9
13. Mt. Vernon, NY 68,500 8,2115 12-31-79 216.6 76.2 38.9
Schenectady, NY 73,300 93.5 9,310 88 .6 12-31-79 205.6 3 6 .O 17.5
|l(. Richmond, CA 71,500 22,ft53 6-30-79 210.8 116.5 56.3
Framingham, MA 69 ,000 96.5 18,625 8 3 .0 6-30-79 206.9 28.7 13.9
15. Topeka, KS 127,700 55,597 12-31-79 235.7 115.6 69 .0
Youngstown, OH 125,500 98.3 66,956 80.9 12-31-70 218.6 1)0.2 18.6
16. Rochester, MN 59,770 9 ,800 12-31-70 232.8 179-9 77.3
Warren, OH 62,700 95.3 9,650 98.5 12-31-79 216.5 12.1 5.6
17. Ft. Smith, AK 68 ,000 17,776 12-31-79 222.0 66.2 19.9
Euclid, OH 61 ,600 90 .6 17,955 99.0 12-31-70 208.5 12.1 5.8
18. Farmington Hills ,
Ml 56,126 16,726 6-30-79 203.6 38.1 18.7
Lower Merion, PA 56,600 95.6 16,530 98.7 6-30-79 195.6 25.1 12.8
19. Oak Lawn, IL 63 ,500 21,821 12-31-79 229.7 138.9 60.5
West Allis, Wl 6 5 ,100 97.5 23,080 96.5 12-31-79 198.9 10.6 5.2
20. San Buenaventura ,
CA 71,290 7,615 6-30-80 230.7 155.6 67.6
Medford, MA 58,000 8 1 . it 7 ,280 98.2 6-30-80 196.6 6 1 .9 31.5
21. Oak Park, IL 62,511 20,155 12-31-79 216.1 118.6 56.9
Augusta, GA 55,'tOO 88 .6 19,833 98.6 12-31-79 226.0 25.8 11.5
22. N. Rochelle, NY 75,385 19,952 12-31-79 226.6 167.2 73.9
Anderson, IN 69 ,500 92.2 22,003 90.7 12-31-79 210.0 9.6 6 .6
23. Evanston, IL 80,113 21,139 12-31-79 226.2 161.7 71.5Lorain, OH 87 ,300 91.8 19,895 96.1 12-31-79 216.1 16.5 6 .8
21*. Asheville, NC 61 ,000 18,105 6-30-79 221 .2 120.2 56.3Council Bluffs, IA 6 0 ,600 99.3 18,660 97.0 6-30-79 201 .6 17-8 8 .8
25. Paterson, NJ 1<t8 ,800 68,628 12-31-79 208.8 53-1 25.6
Ft. Wayne, IN 186,000 80 .0 69,605 9 8 .0 12-31-79 216.2 12.0 5.6
26. Athens, GA 51 ,300 17,681 12-31-79 221 .0 53-7 26.3
Yakima, WA 50,100 97.7 16,960 97.0 12-31-79 211 .3 1)6 .1) 21 .0
Note: For each matched-paIr, audited city annual report Is listed first.
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Population Debt Debt Fi seal Max 1mum Actual Re 1 a 11 v
City Population Match!ng (000 Matching Year-End Possible Score Score
Percentage omitted) Percentage Score
27. Chattanooga, TN 165,700 60,760 6-30-79 216.1 75.8 35.1
Worrester, MA 168,800 98.2 63,058 96.k 6-30-79 20k. 2 66.1 32 .k
28. Mountain View, CA 56,800 22,7k7 6-30-79 22k.6 6k.9 28.9
Weymouth, MA 57,700 98.k 21 ,k!0 9k. 1 6-30-79 219.6 50.0 22.8
29. Inglewood, CA 87,100 Ik, 176 6-30-79 22k. 8 10k.8 k6.6
Newton, MA 86,500 99-3 15,9kk 88.9 6-30-79 197.9 20.6 10.k
30. Reno, NV 100,300 30,6k0 6-30-79 21k.k k 5.6 21.3
Quincy, MA 92,900 92.6 30,650 100.0 6-30-79 216.8 ko.5 18.7
31. Southfield, Ml 7k,500 37,236 6-30-80 227.6 167.3 73.5
Charleston, WV 66,k00 89.1 35,35k 9k.9 6-30-80 21k.2 17-5 8.2
32. Rockford, IL 1k1 ,000 12,523 12-31-79 209.1 166.9 79.8
Evansvllie, IN 133,609 9k.8 11,800 9k. 2 12-31-79 198.9 23 .O 11.6
33. Little Rock, AK 173,500 kk,295 12-31-79 219.2 178.2 81.3
Syracuse, NY 157,981 91.1 k5 .767 96 .8 12-31-79 20k. 7 6k. 3 31 .k
3A. Shreveport, LA 221,000 103,69k 12-31-79 218.8 156.5 71.5
Akron, OH 2 <11 ,700 91 .k 96,711 93-3 12-31-79 22k. 0 90.8 ko.5
35. Savannah, GA lkk.737 35,636 12-31-79 218.8 113.1 51.7
Gary, IN l66,kOO 87-0 32,k85 91.2 12-31-79 218.6 29.2 13.k
36 . Abington, PA 55,kOO 8,9k6 12-31-79 220.7 28.k 12.9
Elyria, OH 5k,500 9 8 .k 8,k95 95.0 12-31-79 221.3 2k. 9 11.3
37. Penn Hills, PA 60,500 10,781 12-31-79 203 . k 22.8 11.2
Troy, NY 57,800 95.5 10,583 98.2 12-31-79 206. k k6.9 22.7
38. Dearborn, Ml 92 ,000 27, k71 6-30-80 220.6 59-k 26.9
Waterloo, IA 76,900 83 .6 30,795 89.2 6-30-80 223.3 k8.5 21.7
39. Harrisburg, PA 56,200 k5,790 12-31-79 21k.5 57-7 26.9
Linna, OH 50,000 89.0 k8,329 9k.7 12-31-79 216.9 15.9 7.3
AO. Wichita, KS 261,001 133,169 12-31-79 226. k 277.6 78.k
St. Paul, MN 261,000 100.0 13k,k53 99-0 12-31-79 223.3 23.8 10.7
111. Phoenix, AZ 769,300 k0 9 ,8k1 6-30-79 227.9 160.7 70.8
Baltimore, MD 778,300 98.8 k79,502 85.5 6-30-79 207.0 1k2.k 68.8
A2. Santa Clara, CA 90,671 k8,272 6-30-79 215.5 108.2 50.2
Brockton, MA 97,700 92.8 kk, 335 91.8 6-30-79 216.3 20.6 9.5
<t3. Overland Pk., KS 81,27' 11,985 12-31-79 207.7 136.1 65.5
Reading, PA 80 ,300 98.8 9,900 82.6 12-31-79 20k. 3 28.1 13.8
Ml. Bloomington, MN 78,100 5k, 678 12-31-79 230.3 166.2 72.2
Hamilton, OH 67,kOO 86.3 50,788 92.9 12-31-79 217.6 65.2 30 .0
It5. Eugene, OR 10k, 836 kl,521 6-30-79 219.3 151.7 69.2
Fa 11 R i ve r, MA 101,300 96.6 38,960 93.8 6-30-79 206.9 2k.5 11.8
Note: For each matched-pair, audited city annual report is listed first.
APPENDIX D
INFORMATION ITEM RANKING
( 1) ( 2 ) (3a) (6a) (5a) (6a) (7a) (8a) (3b) (6b) (5b) (6b) (7b) (8b)
I tern 
No.
Rank of Mean D/I Ratio # of
Analysts' Col. 1 Extent of (Col. 3a Rank of Audited
Mean for Item- Disclosure -f- Col. 6a Reports
t  of Column Mean D/I Ratio # of Not # of Not Column
Audited (7a)r- Extent of (Col. 3b Rank of Audited Audited ( 7 )-f—
Reports (6a) Disclosure -r* Col. 6b Reports Reports (6b)
*
29. Actual value of property 
























53- The debt service require­
ments to maturity - 
general obligation bonds. 3.76 2 2.53 .68 23.5 65 16 31 .75 .20 25 65 36 , 80
63 . Current revenue bond 
coverage. 3.72 3 1.59 .63 53.5 35 20 57 .11 .03 69-5 33 32 97
28. Ratio of total annual 
collections to the totai 
property tax levy. 3.68 6 2.59 .70 19.5 65 8 18 -90 .26 18 65 19 62
51. Explanatory information 
relating to interest and 
long-term debt. 3-67 5.5 2.56 .70 19.5 65 12 27 .96 .26 13.5 65 32 71
55. Computation of direct and 
overlapping debt. 3-67 5.5 2.12 .58 57.5 65 19 62 .21 .06 59.5 65 62 93
80. A statement of the city's 
principal taxpayers. 3.63 7 1.13 • 31 59 65 31 69 .12 • 03 69-5 65 63 96
86. Disclosure of any lack of 
compliance with legal 
provisions.
69. Assessed and estimated 
actual value of taxable 
properties (last ten 
fiscal years).
3-57*
3.56 8 1.96 .55 66.5 65 13 29 .50 ' .16 33-5 65 33 73
31. Recent changes in 
assessed valuation. 3.55 9 2.52 .71 18 65 13 29 ■ 95 .27 12 65 60 89
56. Debt per capita. 3.53 10 2.26 .63 30 65 16 35 .90 .25 16 65 32 71
50. A combined schedule of 
bonds payable. 3-52 11.5 2.73 .78 13 65 10 22 2.50 .71 2 65 13 2958. Debt as a percentage of 
estimated true valuation. 3-52 11.5 1.06 • 30 60.5 65 23 51 .35 .10 66 65 38 8662. Ratio of debt to actual 
val uat ion.
68. Property tax levies and 
collections (last ten 
fiscal years).
3.68*
3.68 13 2.09 .60 31.5 65 18 60 .56 .16 32 65 37 82
*Not used in the i tem-by-it em a n a l y s i s . kO
APPENDIX D (continued)





Rank of Kean D/I Ratio # of # of Column Kean D/I Ratio # of Not # of Not Column
Col. 1 Extent of (Col. 3a Rank of Audited Audited (7a)T* Extent of (Col. 3b Rank of Audited Audited (7bH"
for Item- Disclosure -f- Col. 4a Reports Reports (6a) Disclosure Col. 4b Reports Reports






57* Ratio of debt to assessed 
valuation.
43. Bond rating and any change 
in that rating.
52. Computaton of the legal 
debt margin.
26. Statement of general 
long-term debt.
59* The percent of general 
revenues used for debt 
service.
7k.  Schedule of revenue bond 
coverage (last ten fiscal 
years).
54. A summary of other debt 
service charges to 
maturity.
72. Ratio of net general 
bonded debt to assessed 
value and net bonded debt 
per capita Oast ten 
fiscal years).
30. Trends in tax 
delinquencies.
46. Pension plan information.
67* Tax revenues by source 
(last ten fiscal years).
43* Budgeted capital
expenditures for the 
coming year.
42. Current capital 
expenditures.
88. Description of material 
differences between the 
budgets and the actual 
financial results.
89. Significant accounting 
policies.
81. Economic influences and 
trends.
1. Combined balance sheet.
*Not used in the item-by-it em a n a ly s i s .









3 .66 16 2.2S .67 25.5 i*5 8 18 1.22 • 35 8 1*5 20 61*
3.*t0 15 • 91* .28 63 1*5 31 69 .23 .07 56 1*5 1*1 91
3-39 16 2.00 ■ 59 33.5 i*5 18 1*0 1.11* • 31* 9 1*5 30 67
3-37 18 1.91 • 57 1*1.5 1*5 9 20 • 37 .11 <*2 1*5 37 82
3.37 18 .15 .01) 79 i*5 1*2 93 .00 .00 79.5 1*5 45 100
3-37 18 1.09 • 32 58 35 21* 69 .10 .03 69.5 31* 33 97
3-36 20 2.21 .66 27 38 11 29 .77 .23 19.5 37 28 76
3-35 21 1.95 .58 37.5 1*5 18 1*0 .30 .09 1*8.5 1*5 1*0 89
3.30 22 1-91 .58 37.5 1*5 19 1*2 .55 .17 29 1*5 37 82
3-27 23-5 2.78 .85 12 1*5 1 2 .85 .26 13.5 1*5 20 61*
3-27 23.5 • 73 .22 66 1*5 35 78 .01* .01 76 1*5 1*1* 98
3.26 25 .16 .05 78 1*5 1*2 93 .07 .02 73.5 1*5 1*1* 98
3.23 26.5 2.20 .68 23.5 1*5 ll* 31 2.06 .61* 3 1*5 16 36
3.23 26.5 .86 .27 61* 15 11 73 .00 .00 79.5 3 3 100
3.20 28 3.06 .96 1* 1*5 2 6 .1*3 .13 36.5 1*5 39 87
3.19 29 .60 .19 70 i*5 36 80 ■ 35 .11 1*2 1*5 1*1 91
3.18 
 1   


























f  of Not
(8b)
Column
Item Analysts' Col. 1 Extent of (Col. 3a Rank of Audi ted Aud i ted (7a)-r Extent of (Col. 3b Rank of Aud i ted Aud i ted (7b)-r
No. Mean
70. Property tax rates and tax 



















Col. !*b Reports Reports 






85. Method used to record
3.18 30.5 1.55 .1*9 i*7 1*5 19 1*2 .27 .08 52 i*5 38 81*
financial activities. 3-16 32 2.88 .91 6 1*5 3 7 .56 .17 29 1*5 37 82
k$.  tease information.
66. General revenues by source
3.12 33-5 3.12 1.00 1 1*5 -0- -0- .11 .01* 65.5 1*5 1*3 96
(last ten fiscal years).
73* Ratio of annual debt
service expenditures for 
general bonded debt to 
total general expenditures
3.12 33-5 1.80 .58 37.5 1*5 19 1*2 .15 .05 62 1*5 1*3 95
(last ten fiscal years). 3.11 35 1.39 .A5 1*8 1*5 25 55 .07 .02 63.5 1*5 i*i» 98
2k.  Historical summaries. 
61. The portion of the tax
3.0<t 36 .07 .02 80.5 1*5 1*1* 98 .17 .06 59.5 1*5 1*2 93
rates applicable to debt.
5. A consolidated statement 
of revenues, expenditures, 
and changes in fund 
balance for al1 
governmental fund types.




37 .65 .21 67 45 35 78 .27 -09 1*8.5 1*5 i*l 91
taxes. 2.91* 38 1.30 .1*1* 50 1*5 25 56 .33 .11 1*2 i*5 1*0 89
76. Demographic information. 
27. Combined schedule of 
delinquent taxes
2.93 39 1.29 .1*1* 50 1*5 19 1*2 .50 .17 29 i*5 32 71
receivable by funds.
12. A consolidated statement 
of changes in financial 
position.
17. Combined statement of 
revenues, expenses, and 




1*0 .58 .20 68.5 1*5 36 80 .1*9 .17 29 1*5 37 82
funds).
6*». Restrictions on entity
2.89 1*1.5 1.70 .59 33.5 1*1 16 39 • 38 • 13 36.5 1*2 36 86
equi ty.
6. Combined statement of 
revenues, expend i tures, 
and changes in fund 
balance for all govern­
2.89 1*1.5 1.73 .60 31.5 5 2 1*0 1.1*5 .50 6 1 -0- -0-
mental fund types. 2.8*t 
*Not used in the item-by-item analys
1*3
is.




(1) (2) (3a) (6a) (5a) (6a) (7a) (8a) (3b) (6b) (5b) (6b) (7b) (8b)
Item
No.
Rank of Mean 0/1 Ratio # of # of
Analysts' Col. \ Extent of (Col. 3a Rank of Audited Audited
Mean for item- Disclosifre -f- Col. 4a Reports Reports
by-ltem Audited Col. 1) Item Is with
Analysis Applicable Zeroes
to
Column Mean 0/1 Ratio § of Not
(7a)«f* Extent of (Col. 3b Rank of Audited 
(6a) Disclosure “* Col.4b Reports 
















44. Restrictions on assets. 
Individual statements of 
revenues, expenditures, 
and changes in fund 
balance for each 
governmental fund.
A consolidated statement 
of revenues, resources, 
and expenses identified 
by object (e.g., sales 
taxes, restricted grants, 
salaries) and linked to 
specific services (e.g., 
public safety, health, 
etc.).
Combined statement of 
revenues expenditures, and 
changes in fund balances - 
budget and actual - for 
the general and special 
revenue fund types.
82. Size and composition of 
the city labor force.
2. A consolidated balance 
sheet for all funds and 
account groups.
65. General governmental 
expenditures (last ten 
fiscal years).
Schedule of investments 





18. Combined statement of 























2.78 67-5 2.06 .76
2.78 67-5 1.02 • 37
2.77*
2.75 69 1.52 .55
2.76 50 • 31 .11
2.73 51 1.77 .65
2.72 52 2.66 .97
2.69 53 1.65 .56
2.68 55 2.39 • 89













































































66 39 89 .06 .02 73-5 66 63 98
66 15 33 .62 .23 19-5 66 36 77




*Not used in the item-by-it em a n a l y s i s .
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APPENDIX D (continued)
(1) (2) (3a) (*ta) (5a) (6a) (7a) (8a) (3b! (6b) (5b) (6b) (7b) (8b)
Rank of Mean D/I Ratio I of # of Column neen D/I Ratio / of Not / of Not Coli»n
Item Analysts' Col. 1 Extent of (Col. 3a Rank of Audited Audited (7a)-r Extent of (Col. 3b Rank of Audited Audited <7b)«r
No. Mean for Item" Disclosure -s- Col. 6a Reports Reports (6a) Disclosure -r* Col. 6b Reports Reports (6b)
by-item Audited Col. 1) Item is with % Not (Col. 1) item Is with t
Analysis Applicable Zeroes Audited Applicable Zeroes
to to
79. Employment data. 2.68 55 .28 .10 72.5 65 40 89 .30 .11 62 65 39 87
75. Property value,
construction, and bank 
deposits (last ten fiscal
years). 2.65 57 .79 .30 60.5 65 27 60 .28 .11 62 65 38 86
71. Special assessment 
collections (last ten
fiscal years). 2.66 58 1.51 .57 61.5 35 15 63 .16 .05 62 29 27 93
11. A consolidated statement 
of changes in cash 
position. 2.62*
25. Statement of general
fixed assets. 2.56 59 1.66 .65 28.5 65 13 29 .28 .11 62 65 38 86
16. Combined statement of 
general governmental 
expenditures - general 
and special revenue
funds. 2.55 60.5 -17 -07 76 65 62 93 .17 -07 56 65 62 S3
39* Classification of fixed
assets. 2.55 60.5 2.27 -89 7.5 65 5 11 .51 -20 25 65 36 80
16. Combined statement of 
cash receipts and 
disbursements for all
funds. 2.56 62 .51 .20 68.5 65 36 80 1.86 .73 1 65 12 27
15. Combined statement of 
general governmental 
revenues - general and
special revenue funds. 2.53 63 .17 .07 76 65 62 93 .17 .07 56 65 62 93
90. A transmittal letter. 2.52 66 1.66 .58 37.5 65 19 62 .62 .25 16 65 36 75
7. Combining statements of 
governmental fund 
revenues, expenditures, 
and changes in fund
balance by fund type. 2.50 65 2.17 .87 9.5 38 5 13 .50 .20 25 26 21 80
21. Individual statements of 
revenues, expenses, and 
changes in equity and 
changes in financial 
position (proprietary &
fiduciary funds). 2.66 66 2.28 .93 5 28 2 7 1.62 .58 5 33 16 62
60. Average turnover time for
general obligation bonds. 2.66 67 1.08 .66 50 65 6 13 .52 .21 22.5 65 36 80









b y - ltem 
A nalys is
3. Combining balance sheets 
for all funds of each 
type. 2.39 68
34. The interest and penalty 
charged on delinquent
taxes. 2.38 69
35. Disclosure of prepaid
expenses. 2.36 70
19. Combining statements of 
fund revenues, expenses, 
and changes in equity by 
fund type proprietary &
fiduciary funds). 2.35 71
40. fixed asset information. 2.3** 72
84. forecasts for subsequent
periods. 2.33 73
13. A consolidated statement 
of changes in the unit's 
equity. 2 .30*
41. Source of monies used to
acquire fixed assets. 2.26 74
38. Disclosure of inventories. 2.17 75
77* Schedule of insurance in
force. 2.11 76
22. A combining statement of 
changes in assets and
Iiabi1ities for ai1
agency funds. 2.08 77
20. Combining statements of 
fund changes in financial 
position by fund type 
(proprietary & fiduciary
funds). 2.02 78
47. Accrued vacation and sick
pay information. 1.97 79
83. Information on the unit's
management. 1.93 80
23. financial statements 
prepared on a current 
value or price-level
adjusted basis. 1.78 81
78. Salaries and surety bonds
of principal officials. 1.64 82
*Not used in the  i tem-by-it em a n a ly s i s .
APPENDIX 0 (continued)
(3a) (4a) (5a) (6a) (7a) (8a) (3b) (4b) (5b) (6b) 17b) (Bb)
Mean 0/I Ratio # of # of
Extent of (Col. 3a Rank of Audited Audited 
Disclosure -r* Col. 4a Reports Reports








0 /1  R a t i o  # of  Not
( C o l .  3b  Rank of  A u d i t e d  
- T  C o l . 4b  R e p o r t s  
( C o l . I ) l t e m  I s
App l
4 of Mot Column 





05 .86 11 62 6 16
22 .09 76 65 61 91
68 .29 62 65 32 71
78 ■ 76 16 37 9 26
72 .76 15-5 65 61 91
05 .02 80.5 65 66 98
78 .35 57 65 29 66
.50 .69 21.5 65 10 22
22 .58 37.5 65 19 62
56 .26 65 27 20 76
39 .69 21.5 37 11 30
32 .67 25-5 66 11 25
83 -63 53.5 65 16 36
00 .00 82 65 65 100
71 .63 53.5 65 23 51
.51 .21 22.5 27 21 78
19 .08 52 65 61 91
.21 .09 68.5 65 61 91
78 .33 10 18 12 67
33 .16 33.5 65 37 82
00 .00 79-5 65 65 100
15 .07 56 65 62 93
23 .11 62 65 36 80
16 .07 56 65 62 93
09 .06 65.5 26 23 96
36 .17 29 18 15 83
18 .09 68.5 65 61 91
63 .22 21 65 30 67
00 .00 79.5 65 65 100
07 .06 65.5 65 62 93 202
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Date
Finance  O f f i c e r  
Address
Dea r S i r :
I am a Ph.D.  s t u d e n t  in a c c o u n t i n g  a t  Lou i s i ana  S t a t e  U n i v e r s i t y  in 
Baton Rouge.  The t i t l e  o f  my d i s s e r t a t i o n  i s  "An Empirical  I n v e s t i ­
g a t i o n  o f  t he  Ext ent  o f  D i s c l o s u r e  in Municipal  Annual R e p o r t s . "  I 
am w r i t i n g  t o  a l l  50 s t a t e s  in or de r  t o  a s k  f o r  a s s i s t a n c e  in com­
p l e t i n g  my s t u d y .  My s tu d y  i s  concerned wi t h  whether  a c i t y ' s  most  
r e c e n t l y  compl e t ed  and i s s u e d  f i n a n c i a l  s t a t e m e n t s  were a u d i t e d  b y a n  
independent  C e r t i f i e d  P u b l i c  A c c o u n t a n t . The i n f or mat i on  I need 
r e l a t e s  t o  t he  a u d i t  s t a t u s  o f  t he  f o l l o w i n g  c i t i e s  in your s t a t e  
w i t h  a p o p u l a t i o n  g r e a t e r  than 50 , 000 :
Thank you ve r y  much f o r  your he l p  in t h i s  m a t t e r .  A re turn  e n v e l o p e  
i s  e n c l o s e d  f o r  your c o n v e n i e n c e .
S i n c e r e l y ,
APPENDIX E





(i  f  a v a i l a b l e )
Fr ankl i n  J.  Pl ewa,  Jr .
College of Business Adm inistration
Department o f Accounting
L o u i s i a n a  S t a t e  U n i v e r s i t y  and agricultural and mechanical college
BATON ROU GE ■ LOUISIANA • 70803
APPENDIX F 
MUNICIPAL ANNUAL REPORT REQUEST
Date
Finance O f f i c e r  
Address
Dear S i r :
I am a Ph.D.  s tu d e n t  in a c c o u n t i n g  a t  Lou i s i ana  S t a t e  
U n i v e r s i t y  in Baton Rouge.  The t i t l e  o f  my d i s s e r t a t i o n  i s  
"An Empirical  I n v e s t i g a t i o n  o f  t he  Ext ent  o f  D i s c l o s u r e  in 
Municipal  Annual R e po r t s . "  In o r d e r  t o  c omp l e t e  my s t udy  I 
w i l l  need a copy o f  your c i t y ' s  most  r e c e n t l y  compl e t ed  
annual  r e p o r t .  Would you p l e a s e  forward a copy o f  t he  
r e por t  t o  me a t  your e a r l i e s t  c o n v e n i en c e ?
Thank you ve r y  much f o r  your h e l p  in t h i s  m a t t e r .  Your 
a s s i s t a n c e  w i l l  make t h i s  r e s e a r c h  p r o j e c t  p o s s i b l e .
S i n c e r e l y ,
F r a n k l i n  J .  P l e wa ,  J r .
De pa r t me n t  o f  A c c o u n t i n g  
C o l l e g e  o f  B u s i n e s s  A d m i n i s t r a t i o n  
3101 CEBA
L o u i s i a n a  S t a t e  U n i v e r s i t y  
Baton Rouge,  L o u i s i a n a  70803
205
APPENDIX G
DISCUSSION OF INDIVIDUAL QUESTIONNAIRE ITEMS
R e f e r e n c e  t o  T a b l e  A.1 shows t h a t  t h e  f i r s t  t w e n t y - s i x  i t e ms  
de a l  w i t h  t h e  form ( r a t h e r  t h a n  t h e  c o n t e n t )  o f  m u n i c i p a l  f i n a n c i a l  
s t a t e m e n t s .  Of t h e  t w e n t y - s i x  i t e m s ,  o n l y  one  (number  t w e n t y - s i x  - 
s t a t e m e n t  o f  t h e  b a l a n c e  o f  and c h a n g e s  in g e n e r a l  l o n g - t e r m  d e b t )  i s  
c o n s i d e r e d  e s s e n t i a l  by t h e  r e s p o n d e n t s .  S i x  o f  t h e  i t ems  a r e  
c l a s s i f i e d  a s  m o d e r a t e l y  i m p o r t a n t  w h i l e  t h e  o t h e r  t w e n t y - o n e  a r e  
r a t e d  a s  v e r y  i m p o r t a n t  by t h e  r e s p o n d e n t s .
I terns o n e ,  t wo,  t h r e e ,  and f o u r  a s k  t h e  r e s p o n d e n t s  t o  r a t e  t h e  
i m p o r t a n c e  o f  a b a l a n c e  s h e e t .  I t em o n e ,  a combi ned  b a l a n c e  s h e e t  
f o r  a l l  f u n d s ,  i s  r a t e d  a s  v e r y  i m p o r t a n t  by t h e  a n a l y s t s  a s  i s  i t em 
two,  a c o n s o l i d a t e d  b a l a n c e  s h e e t  f o r  a l l  f u n d s .  The i m p o r t a n c e  o f  
t h e s e  two i t e ms  i s  n o t  s u r p r i s i n g  s i n c e  t h e  b a l a n c e  s h e e t  p r o v i d e s  
i n f o r m a t i o n  c o n c e r n i n g  t h e  n a t u r e  a nd  amount  o f  a s s e t s ,  l i a b i l i t i e s ,  
and e q u i t i e s .  What  i s  s u r p r i s i n g  i s  t h e  f a c t  t h a t  t h e  i n c l u s i o n  in 
t h e  a nnua l  r e p o r t  o f  t h e  b a l a n c e  s h e e t  i s  n o t  c o n s i d e r e d  a s  e s s e n t i a l  
by t h e  r e s p o n d e n t s  ( a t  l e a s t  in t e r ms  o f  an e v a l u a t i o n  o f  an e n t i t y ' s  
c r e d i t w o r t h i n e s s ) .
R e s p o n d e n t s  i n d i c a t e  t h a t  t h e  p r e s e n t a t i o n  o f  a c o mb i n i ng  and an 
i n d i v i d u a l  b a l a n c e  s h e e t  ( i t e m s  t h r e e  and f o u r )  i s  m o d e r a t e l y  and 
v e r y  i m p o r t a n t ,  r e s p e c t i v e l y .  T h e s e  two t y p e s  o f  s t a t e m e n t s  a r e  
g e n e r a l l y  u s e d  t o  p r e s e n t  more d e t a i l e d  i n f o r m a t i o n  on f u n d s  t ha n  t h e  











1. A combined balance sheet for all funds. 3.18 (VI) 1.16
2. A consolidated balance sheet for all funds and account 
groups. 2.77 (VI) 1 .28
3- Combining balance sheets for all funds of each type. 2.39 (Ml) 1.27
A. Individual balance sheets for each fund and account group. 
OPERATING STATEMENTS - GOVERNMENTAL FUNDS
2.68 (VI) 1.39
5. A consolidated statement of revenues, expenditures, and changes in fund 
balance for all governmental fund types. 3.02 (VI) 1.23
6 . A combined statement of revenues, expenditures, and changes in fund 
balance for all governmental fund types. 2.8A (VI) 1.11
7. Combining statements of governmental fund revenues, expenditures, and 
changes in fund balance by fund type. 2.50 (VI) 1.19
8. A combined statement of revenues, expenditures, and changes in fund 
balances - budget and actual - for the general and special revenue 
fund types. 2.78 (VI) 1.23
9. Individual statements of revenues, expenditures, and changes in fund 
balance for each fund. 2.81 (VI) 1.29
10. A consolidated statement of revenues, resources, and expenses 
identified by object (e.g., sales taxes, restricted grants, salaries) 
and linked to specific cervices (e.g., public safety, health, etc.). 2.79 (VI) 1.17
11. A consolidated statement of changes in cash position. 2.62 (VI) 1.23
12. A consolidated statement of changes in financial position. 2.91 (VI) 1.1A
13. A consolidated statement of changes in the unit's equity. 2.30 (Ml) 1.29
lA. A combined statement of cash receipts and disbursements for all funds. 2.5A (VI) 1.22
15. A combined statement of general governmental revenues - general and 
special revenue funds. 2.53 (VI) 1.22
16. A combined statement of general governmental expenditures - general 
and special revenue funds.
OPERATING STATEMENTS - PROPRIETARY AND FIDUCIARY FUNDS
2.55 (VI) 1.22
17. A combined statement of revenues, expenses, and changes in retained 
earnings (or equity). 2.89 (VI) 1.15
18. A combined statement of changes in financial position. 2.69 (VI) 1.15
19. Combining statements of fund revenues, expenses, and changes in 
retained earnings (or equity) by fund type. 2.35 (Ml) 1.19
20. Combining statements of fund changes in financial position by fund 









21. Individual statements of revenues, expenses, and changes in retained 
earnings (or equity) and changes in financial position for each fund. 2 . kb (VI) 1.33




23. Financial statements prepared on a current value or price-level 
adjusted basis. 1.78 (Ml) 1 .29




25. Statement of the balance of and changes in general fixed assets. 2.56 (VI) 1.13
26. Statement of the balance of and changes in general long-term debt. 
ASSETS
3.37 (E) .91
27- A combined schedule of delinquent taxes receivable by funds. 2.92 (VI) 1.15
28. Ratio of total annual collections (current and delinquent) 
to total property tax levy. 3.68 (E) .6k
29. Actual value of property in the tax jurisdiction. 3-75 (E) .60
30. Trends in tax delinquencies. 3.30 (E) .93
31. Recent changes in assessed valuation of taxable properties. 3.55 (E) .68
32. The manner in which delinquent taxes are collected. 2.68 (VI) 1.19
33. The results of collection efforts of delinquent taxes. 2.9k (VI) 1.01
I k . The interest and penalty charged on delinquent taxes. 2 .38 (Ml) 1.25
35. Disclosure of prepaid expenses. 2.36 (Ml) 1.17
36. A combined schedule of investments for all funds. 2.73 (VI) 1.13
37. A combined schedule of investments for all funds indicating their 
current market value. 2.7k (VI) 1.16
38. Disclosure of inventories, noting amount, basis of valuation, and 
the method used to determine cost. 2.17 (Ml) 1.13
39. Classification breakdown (such as land, equipment, and buildings). 2.55 (VI) 1.1k
ko . Indication of original cost and/or basis, accumulated depreciation, 
and the current provision for depreciation. 2.3k (Ml) 1.13
ill. The source of monies used to acquire fixed assets. 2.26 (Ml) 1.18
k 2 . Current dollar amount of capital expenditures. 3.23 (E) • 90
k3. Budgeted capital expenditures for the coming year. 3.26 (E) .85
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Information on major leasing of assets under which the governmental
unit is the lessee. 3.12 (VI) 1.0A
Information pertaining to the governmental unit's pension plan. 3.27 (E) 1.02
Information pertaining to accrued vacation and sick pay. 1.97 (Ml) 1.21
Information relating to contingencies. 2.72 (VI) 1.11
Information relating to the unit's bond rating and any change In 
rating.
that
3 A O (E) 1.08
A combined schedule of bonds payable by funds. 3-52 (E) .86
Explanatory information relating to interest and long-term debt. 3.67 (E) .66
The computation of the legal debt margin. 3 .39 (E) .89
The debt service requirements to maturity - general obligation bonds. 3.7L (E) .61
A summary of debt service charges to maturity. 3-36 (E) • 9A
The computation of direct and overlapping debt. 3.67 (E) .76
Debt per capi ta. 3.53 (E) .82
Ratio of debt to assessed valuation. 3 . LA (E) .95
Debt as a percentage of total estimated true valaution of taxable 
property in the entity.
real
3.52 (E) • 77
The percent of general revenues used for debt service. 3.37 (E) • 9A
The average turnover time for general obligation bonds. 2 . LA (VI) 1.17
The portion of the tax rates applicable to debt. 3.03 (VI) 1.01
Ratio of debt to actual valuation. 3.A8 (E) .87
Current revenue bond coverage. 3.72 (E) .61
Description of restrictions on entity equity. 2 .89 (VI) 1.09
STATISTICAL DATA FOR THE LAST TEN FISCAL YEARS
General governmental expenditures by function. 2.75 (VI) 1 .1A
General revenues by source. 3-12 (VI) .96
Tax revenues by source. 3.27 (E) .89
Property tax levies and collections. 3.A8 (E) .81
Assessed and estimated actual value of taxable property. 3.56 (E) .76
Property tax rates and tax levies - all overlapping governments. 3.18 (VI) • 96
Special assessment collections. 2.6A (VI) 1.09
Ratio of net general bonded debt to assessed value and net bonded 
per capita.
debt
3.35 (E) • 90
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TABLE A.1 (continued)
ITEM ITEM DESCRIPTION 
NUMBER MEAN
73. Ratio of annual debt service expenditures for general bonded debt to 
total general expenditures. 3-11 (VI)
74. Schedule of revenue bond coverage. 3.37 (E)
75. Property value, construction, and bank deposits. 
OTHER MISCELLANEOUS STATISTICAL DATA
2.65 (VI)
76. Demographic. 2.93 (VI)
77. Schedule of insurance in force. 2.11 (Ml)
78. Salaries and surety bonds of principal officials. 1.64 (Ml)




8 0 . A statement of the city's principal taxpayers. 3.63 (E)
8 1 . Economic influences and trends affecting the governmental unit. 3.19 (VI)
82. Size and composition of the city labor force. 
ACCOMPANYING DISCLOSURES
2.78 (VI)
83. Information on the unit's management, such as names, ages, and 
responsibi1i t ies. 1.93 (Ml)
84. Forecasts or projections for subsequent periods. 2.33 (Ml)
85. Information relating to the method used to record financial activities 
(cash, accrual, or modified accrual). 3.16 (VI)
86. Disclosure of any lack of compliance with legal provisions. 3.57 (E)
87. Description of policy for inclusion and exclusion of units of 
government ( i .e .,  consolidation policy) and specifically which 
and activities are reported or not reported.
funds
2.83 (VI)
88. Description of material differences between the budgets and the 
financial results for the last five fiscal years.
actual
3.23 (E)
89. A summary of significant accounting policies. 3.20 (VI)
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be p r e s e n t e d  b u t  t h a t  t h e i r  i n c l u s i o n  in an  a n n u a l  r e p o r t  i s  a 
f u n c t i o n  o f  t h e  amount  o f  d e t a i l  d e s i r e d .  The l ower  mean s c o r e s  
( r e l a t i v e  t o  t h e  mean s c o r e  f o r  t h e  combi ned  b a l a n c e  s h e e t )  a t t a c h e d  
t o  t h e s e  i t e ms  may be an i n d i c a t i o n  t h a t  t h e  r e s p o n d e n t s  a r e  more 
i n t e r e s t e d  in a g g r e g a t e d  f und  i n f o r m a t i o n  r a t h e r  t h a n  d e t a i l e d  fund  
i n f o r m a t i o n .
I terns f i v e  t h r o u g h  s i x t e e n  d e a l  w i t h  t h e  p r e s e n t a t i o n  o f  o p e r a ­
t i n g  s t a t e m e n t s  f o r  g o v e r n m e n t a l  f und  t y p e s .  A n a l y s i s  o f  t h e s e  
t w e l v e  i t e ms  r e v e a l s  t h a t  t h e  s e c u r i t y  d e a l e r s  v i ew  a l l  o f  them as  
v e r y  i m p o r t a n t  w i t h  t h e  e x c e p t i o n  o f  i t e m t h i r t e e n  c o n c e r n i n g  a 
c o n s o l i d a t e d  s t a t e m e n t  o f  e q u i t y .  For  t h i s  g r ou p  o f  i t ems  t h e  two 
h i g h e s t  mean s c o r e s  a r e  f o r  i t e ms  f i v e  and t w e l v e .  Th e s e  i t e ms  c a l l  
f o r  t h e  p r e s e n t a t i o n  o f  a  c o n s o l i d a t e d  s t a t e m e n t  o f  r e v e n u e s ,  e x p e n d ­
i t u r e s ,  and c h a n g e s  in fund  b a l a n c e  a l o n g  w i t h  a c o n s o l i d a t e d  s t a t e ­
ment  o f  c h a n g e s  in f i n a n c i a l  p o s i t i o n .  The s e  two i t e ms  r a n k  j u s t  
a h e a d  o f  a combi ned  s t a t e m e n t  o f  r e v e n u e s ,  e x p e n d i t u r e s ,  and c h a n g e s  
in f und  b a l a n c e  ( i t e m  s i x )  in t e r m s  o f  r e l a t i v e  i m p o r t a n c e .  A d d i ­
t i o n a l l y ,  a c o n s o l i d a t e d  s t a t e m e n t  o f  c h a n g e s  in c a s h  p o s i t i o n  ( i t e m  
e l e v e n )  r a n k s  s l i g h t l y  a bove  t h e  same s t a t e m e n t  ( i t e m  f o u r t e e n )  
p r e p a r e d  on a c a s h  b a s i s  (mean s c o r e  o f  2 . 6 2  v e r s u s  2 . 5 * 0 .  These  
r e s u l t s  may i n d i c a t e  t h a t  t h i s  g r o u p  s l i g h t l y  p r e f e r s  c o n s o l i d a t e d  
( i n t e r f u n d  t r a n s a c t i o n s  e l i m i n a t e d )  o p e r a t i n g  s t a t e m e n t s  r a t h e r  t han  
t h e  t r a d i t i o n a l  combi ned  s t a t e m e n t s .  I t em t e n ,  a c o n s o l i d a t e d  
s t a t e m e n t  o f  r e v e n u e s ,  r e s o u r c e s ,  and  e x p e n s e s  i d e n t i f i e d  by o b j e c t  
and r e l a t e d  t o  s p e c i f i c  s e r v i c e s  p r o v i d e d  i s  a l s o  c o n s i d e r e d  t o  be 
v e r y  i m p o r t a n t  by t h e  r e s p o n d e n t s .
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A c o mb i n i n g  s t a t e m e n t  o f  r e v e n u e s ,  e x p e n d i t u r e s ,  and c h a n g e s  in 
fund  b a l a n c e  f o r  a g o v e r n m e n t a l  f und  ( i t e m  s e v e n ) ,  a l t h o u g h  
c l a s s i f i e d  a s  v e r y  i m p o r t a n t ,  d oe s  n o t  have  a mean s c o r e  a s  h i g h  a s  
an i n d i v i d u a l  s t a t e m e n t  ( i t e m  n i n e ) .  Re s p o n d e n t s  may f e e l  t h a t  when 
more d e t a i l  i s  d e s i r e d ,  t h e  c o mb i n i n g  s t a t e m e n t  would n o t  p r o v i d e  t h e  
l e v e l  o f  d e t a i l  t h a t  c o u l d  be p r o v i d e d  t h r o u g h  an i n d i v i d u a l  fund 
s t a t e m e n t .
I terns e i g h t ,  f i f t e e n ,  and s i x t e e n  a l l  r e f e r  t o  s p e c i a l  s t a t e ­
men t s  o f  t h e  combi ned  g e n e r a l  and s p e c i a l  r e v e n u e  f u n d s .  These  t h r e e  
i t e ms  a r e  a l l  c l a s s i f i e d  a s  v e r y  i m p o r t a n t  by t h e  r e s p o n d e n t s .  Th i s  
r e s u l t  i s  n o t  s u r p r i s i n g  s i n c e  t h e s e  f u n d s  a r e  us e d  t o  a c c o u n t  f o r  a 
m a j o r i t y  o f  t h e  o p e r a t i n g  r e v e n u e s  and e x p e n d i t u r e s  o f  a g o v e r n me n t a l  
e n t  i t y .
I terns s e v e n t e e n  t h r o u g h  t w e n t y - t w o  r e l a t e  t o  o p e r a t i n g  s t a t e ­
me n t s  o f  p r o p r i e t a r y  and  f  i due i a ry f u n d s .  I terns s e v e n t e e n  and 
e i g h t e e n  d e a l  w i t h  t h e  p r e s e n t a t i o n  o f  a combined e a r n i n g s  s t a t e m e n t  
and s t a t e m e n t  o f  c h a n g e s  in f i n a n c i a l  p o s i t i o n  f o r  a l l  o f  t h e s e  f u n d s  
by an e n t i t y .  T h i s  p r e s e n t a t i o n  e nc o mp a s s e s  g r o u p i n g  t h e  i n f o r m a t i o n  
by fund  t y p e  in one  s t a t e m e n t .  For  e x a m p l e ,  a t y p i c a l  s t a t e m e n t  
m i g h t  i n c l u d e  a g g r e g a t e  t o t a l s  f o r  a l l  e n t e r p r i s e  and i n t e r n a l  
s e r v i c e  f u n d s  ( p r o p r i e t a r y ) ,  a s  we l l  a s  n o n - e x p e n d a b l e  and  p e n s i o n  
t r u s t  f u n d s  ( f i d u c i a r y ) .  The r e s p o n d e n t s  r a t e  t h e s e  i t ems  a s  v e r y  
i m p o r t a n t  (mean s c o r e s  o f  2 . 8 9  and 2 . 6 9 ,  r e s p e c t i v e l y ) .  Combining 
s t a t e m e n t s  a r e  u s e d  wher e  a g o v e r n m e n t a l  u n i t  has  more t ha n  one  fund 
o f  a g i v e n  fund  t y p e  ( e . g . ,  s e v e r a l  e n t e r p r i s e  f u n d s  o r  p e n s i o n  t r u s t  
f u n d s ) .  Combining f orms  o f  t h e  a b o v e - m e n t i o n e d  s t a t e m e n t  a r e  i t ems
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n i n e t e e n  and t w e n t y .  Th e s e  two i t ems  have  mean s c o r e s  i n d i c a t i n g  
t h a t  t h e  r e s p o n d e n t s  f e e l  t h e  i n f o r m a t i o n  i s  o f  o n l y  m o d e r a t e  
i m p o r t a n c e .  An i n d i v i d u a l  fund  e a r n i n g s  s t a t e m e n t  and c h a n g e s  in 
f i n a n c i a l  p o s i t i o n  ( i t e m  t w e n t y - o n e )  i s  r a t e d  o n l y  s l i g h t l y  h i g h e r  
t h a n  t h e  c o mb i n i n g  fo rm (mean s c o r e  o f  2 . ^ 6  v e r s u s  2 . 3 5  f o r  t h e  
e a r n i n g s  s t a t e m e n t  and 2 . 0 2  f o r  t h e  s t a t e m e n t  o f  c h a n g e s  in f i n a n c i a l  
pos  i t  i o n ) .
I tern number  t w e n t y - t w o  i n v o l v e s  a c o m b i n i n g  s t a t e m e n t  o f  c ha n g e s  
in a s s e t s  and l i a b i l i t i e s  f o r  a l l  a g e n c y  f u n d s .  T h i s  i t em ha s  a mean 
s c o r e  o f  2 . 0 8  and  i s  r e g a r d e d  a s  h a v i n g  o n l y  m o d e r a t e  i m p o r t a n c e  t o  
t h e  r e s p o n d e n t s .
The i m p o r t a n c e  o f  f i n a n c i a l  s t a t e m e n t s  p r e p a r e d  on a c u r r e n t -  
v a l u e  o r  p r i c e - l e v e l  a d j u s t e d  b a s i s  i s  i t em t w e n t y - t h r e e .  Much 
a t t e n t i o n  i s  c u r r e n t l y  b e i n g  g i v e n  t o  t h e  t o p i c  o f  f i n a n c i a l  s t a t e ­
ment  r e s t a t e m e n t  on t h e  b a s i s  o f  c u r r e n t - v a l u e  a n d / o r  p r i c e - l e v e l  
a d j u s t m e n t s ,  and t h e r e f o r e  t h e  i t e m i s  i n c l u d e d  in t h e  q u e s t i o n n a i r e .  
Most  s u r p r i s i n g l y ,  t h e  r e s p o n d e n t s  f i n d  t h i s  t y p e  o f  i n f o r m a t i o n  t o  
be o f  o n l y  m o d e r a t e  i m p o r t a n c e  a l t h o u g h  t h e  s t a n d a r d  d e v i a t i o n  o f  t h e  
i t em ( 1 . 2 9 ) i s  r e l a t i v e l y  h i g h  a s  compared  t o  t h e  o t h e r  q u e s t i o n n a i r e  
i t e m s .  T h i s  i n d i c a t e s  t h a t  t h e  r e s p o n d e n t s  a r e  n o t  c o h e s i v e  in t h e i r  
j u d g m e n t s  a s  t o  t h e  r e l a t i v e  i mp o r t a n c e  o f  t h i s  i t em.
The t h i r d  h i g h e s t  mean s c o r e  f o r  a l l  o f  t h e  t w e n t y - s i x  i t ems  
r e l a t i n g  t o  t h e  form o f  f i n a n c i a l  s t a t e m e n t s  i s  f o r  i t em t w e n t y - f o u r .  
T h i s  i t e m a s k s  t h e  s e c u r i t y  d e a l e r s  t o  a p p r a i s e  t h e  i m p o r t a n c e  o f  
h i s t o r i c a l  summary i n f o r m a t i o n  ( e . g . ,  c o m p a r a t i v e  b a l a n c e  s h e e t s ,  
o p e r a t i n g  b u d g e t s  and s t a t e m e n t s ,  e t c . ) .  The r e s p o n d e n t s  f e e l  t h a t
t h i s  t y p e  o f  i n f o r m a t i o n  i s  v e r y  i m p o r t a n t  a s  me a s u r e d  by i t s  mean 
s c o r e  o f  3 - 0 4 .  A l a r g e  p o r t i o n  o f  a s e c u r i t y  d e a l e r ' s  j o b  l i e s  in 
p r e d i c t i n g  t h e  f u t u r e .  The p r o j e c t i o n  o f  a m u n i c i p a l i t y ' s  f u t u r e  
f i n a n c i a l  p e r f o r m a n c e  c a n  be a i d e d  by m u l t i - y e a r  summar i e s  o f  p a s t  
f i n a n c i a l  a c t i v i t i e s .  The i t e m a l s o  r e q u e s t s  t h e  r e s p o n d e n t s  t o  
i n d i c a t e  t h e  number  o f  y e a r s  t h a t  s h o u l d  be c o v e r e d  by t h e  h i s t o r i c a l  
s u mma r i e s .  The r e s p o n s e s  t o  i t em t w e n t y - f o u r ' s  o p e n - e n d e d  s u b ­
q u e s t i o n  a r e  shown in T a b l e  A . 2.
TABLE A . 2
NUMBER OF YEARS TO BE COVERED BY THE HISTORICAL SUMMARY
Number o f  Ye a r s
1 ‘  3 4 -  6 7 -  10 T o t a l
Number o f  Re s pons e s 41 108 21 170
P e r c e n t a g e s 24 .1 6 3 . 5 12 . 4 100 . 0
I n t e r e s t i n g l y ,  a l a r g e  m a j o r i t y  o f  t h e  r e s p o n d e n t s  would p r e f e r  
s ummar i e s  in t h e  r a n g e  o f  f o u r  t o  s i x  y e a r s  w h i l e  GAAFR recommends 
t h a t  h i s t o r i c a l  s t a t i s t i c a l  summar i e s  c o v e r  a t e n - y e a r  p e r i o d .
GAAFR r e q u i r e s  t h a t  two s t a t e m e n t s  r e l a t i n g  t o  a c c o u n t  g r o u p s  be 
p r e s e n t e d  in t h e  a n n u a l  r e p o r t  ( u n l e s s  t h e  i n f o r m a t i o n  i s  s u f f i c i e n t ­
l y  d i s c l o s e d  in t h e  f o o t n o t e s ) .  One i s  t h e  s t a t e m e n t  o f  t h e  b a l a n c e  
o f ,  and c h a n g e s  i n ,  g e n e r a l  f i x e d  a s s e t s  ( i t e m  t w e n t y - f i v e ) .  A v e r y  
i m p o r t a n t  r a t i n g  (mean o f  2 . 5 6 )  i s  g i v e n  t o  t h i s  i t e m.  However ,  t h e
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o t h e r  r e q u i r e d  s t a t e m e n t  ( i t e m  t w e n t y - s i x )  r e l a t i n g  t o  t h e  b a l a n c e  
o f ,  and c h a n g e s  i n ,  g e n e r a l  l o n g - t e r m  d e b t ,  i s  r e g a r d e d  a s  e s s e n t i a l  
by t h e  s e c u r i t y  d e a l e r s  ( n o t e  i t s  mean s c o r e  o f  3 - 37 )  • In f a c t ,  t h e  
s c h e d u l e  o f  l o n g - t e r m  d e b t  i s  r a t e d  a s  t h e  mos t  i m p o r t a n t  f i n a n c i a l  
s t a t e m e n t  in t h e  a n n u a l  r e p o r t  by t h e  r e s p o n d e n t s .  C l e a r l y ,  t h i s  
s c h e d u l e  has  a g r e a t  de a l  o f  u s e f u l n e s s  in a s s e s s i n g  t h e  c r e d i t w o r t h ­
i n e s s  o f  a m u n i c i p a l i t y  t o  t h e  s e c u r i t y  d e a l e r s .
I terns t w e n t y - s e v e n  t h r o u g h  f o r t y - f o u r  r e l a t e  t o  t h e  a s s e t s  o f  a 
m u n i c i p a l i t y .  The i n f o r m a t i o n  i t e ms  r e l a t i n g  t o  a m u n c i p a 1 i t y ' s 
a s s e t s  c o u l d  be p r e s e n t e d  a s  a d i s t i n c t  p i e c e  o f  f i n a n c i a l  i n f o r m a ­
t i o n ,  in a s c h e d u l e ,  o r  in n a r r a t i v e  form.
Lamb and Ra p p a p o r t  i n d i c a t e  t h a t  when a s s e s s i n g  t h e  c r e d i t w o r t h ­
i n e s s  o f  an e n t i t y ,  o n e  i m p o r t a n t  a r e a  r e q u i r i n g  c a r e f u l  a n a l y s i s  i s  
t h a t  c o n c e r n i n g  t h e  e n t i t y ' s  r e v e n u e s . ^  Local  g o v e r n m e n t s  r e l y  
h e a v i l y  on p r o p e r t y  t a x e s  a s  a p r i m a r y  s o u r c e  o f  r e v e n u e s .  T h e r e ­
f o r e ,  i n f o r m a t i o n  t h a t  r e l a t e s  t o  an  e n t i t y ' s  p r o p e r t y  t a x  b a s e  
a n d / o r  r e v e n u e s  s h o u l d  be i m p o r t a n t  t o  m u n i c i p a l  s e c u r i t y  d e a l e r s .  
I t ems  t w e n t y - s e v e n  t h r o u g h  t h i r t y - f o u r  a l l  d e a l  w i t h  t h e  p r o p e r t y  t a x  
b a s e  and p r o p e r t y  t a x  r e v e n u e s .
I tern t w e n t y - s e v e n  a s k s  t h e  a n a l y s t s  t o  j u d g e  t h e  i mp o r t a n c e  o f  a 
combi ned  s c h e d u l e  o f  d e l i n q u e n t  p r o p e r t y  t a x e s  r e c e i v a b l e  by f u n d s .  
T h i s  GAAFR recommended s c h e d u l e  i s  j u d g e d  t o  be v e r y  i m p o r t a n t  by t h e  
r e s p o n d e n t s .  I terns t h i r t y ,  t h i r t y - t w o ,  t h i r t y - t h r e e ,  and t h i r t y - f o u r
 ̂ Ro b e r t  Lamb a nd  S t e p h e n  P.  R a p p a p o r t ,  Mu n i c i p a l  Bonds (New 
York:  McGraw-Hi l l  Book C o . ,  1 980 ) ,  p .  108.
a l l  r e l a t e  t o  d e l i n q u e n t  p r o p e r t y  t a x e s  a s  w e l l .  Wh i l e  i t em t w e n t y -
s even  i s  r e g a r d e d  a s  v e r y  i m p o r t a n t  by t h e  r e s p o n d e n t s ,  t h e y  i n d i c a t e
t h a t  t r e n d s  in t a x  d e l i n q u e n c i e s  ( i t e m  t h i r t y )  a r e  more i m p o r t a n t ,
and c o n s i d e r  t h e i r  d i s c l o s u r e  in t h e  a nnua l  r e p o r t  a s  e s s e n t i a l .  A
d i s c u s s i o n  o f  t h e  manner  in wh i c h  d e l i n q u e n t  t a x e s  a r e  c o l l e c t e d  and
t h e  r e s u l t s  o f  c o l l e c t i o n  e f f o r t s  ( i t e m s  t h i r t y - t w o  and  t h i r t y - t h r e e )
a r e  r a t e d  a s  v e r y  i m p o r t a n t  by t h e  s e c u r i t y  d e a l e r s .  However ,  t h e
i n t e r e s t  and p e n a l t y  a t t a c h e d  t o  d e l i n q u e n t  t a x e s  i s  v a l u e d  by t h e
r e s p o n d e n t s  a s  o n l y  m o d e r a t e l y  i m p o r t a n t .  The i m p o r t a n c e  o f  t h e
i n f o r m a t i o n  r e l a t i n g  t o  d e l i n q u e n t  p r o p e r t y  t a x e s  i s  n o t  s u r p r i s i n g ,
g i v e n  t h a t  i n c r e a s i n g  t r e n d s  in d e l i n q u e n t  t a x e s  a r e  an  i n d i c a t i o n  o f
2
p o t e n t i a l  f i s c a l  i n s t a b i l i t y .
A d d i t i o n a l l y ,  t h e  r a t i o  o f  t o t a l  a n n u a l  c o l l e c t i o n s  t o  t h e  t o t a l  
p r o p e r t y  t a x  l e v y  ( i t e m  t w e n t y - e i g h t )  i s  deemed t o  be e s s e n t i a l  by 
t h e  r e s p o n d e n t s .  T h i s  i n f o r m a t i o n  ca n  be i m p o r t a n t  a s  an a i d  in 
r e v i e w i n g  t r e n d s  in t a x  d e l i n q u e n c i e s ,  and i s  r e l a t e d  t o  i t e ms  
t h i r t y - t w o  t h r o u g h  t h i r t y - f o u r  f o r  a n a l y s i s  p u r p o s e s .
A n o t h e r  r e v e n u e - b a s e d  i n d i c a t o r  o f  f i s c a l  i n s t a b i l i t y  has  t o  do 
w i t h  t h e  v a l u e s  a s s o c i a t e d  w i t h  t a x a b l e  p r o p e r t i e s  in a m u n i c i p a l ­
i t y ' s  j u r i s d i c t i o n .  I tern t w e n t y - n i n e  i s  v a l u e d  a s  e s s e n t i a l  by t h e  
r e s p o n d e n t s  and c o n c e r n s  t h e  a c t u a l  v a l u e  o f  p r o p e r t y  in t h e  t a x  
j u r i s d i c t i o n ,  w h i l e  i t em t h i r t y - o n e  ( a l s o  j u d g e d  t o  be e s s e n t i a l )  
d e a l s  w i t h  c h a n g e s  in a s s e s s e d  v a l u e s .  T r a c k i n g  t h e s e  v a l u e s  o v e r  
t i me  p r o v i d e s  a good i n d i c a t i o n  o f  t h e  economi c  h e a l t h  o f  a
2
Lamb and R ap p ap o r t ,  p. 108.
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•«. 3c o mm u n i t y .
Government a l  u n i t s  u s u a l l y  r e c o r d  p r e p a i d  e x p e n s e s  ( i t e m  
t h i r t y - f i v e )  a s  e x p e n d i t u r e s  in t h e  y e a r  p u r c h a s e d  and  do n o t  r e c o r d  
them a s  a s s e t s .  The r e s p o n d e n t s  a p p a r e n t l y  f e e l  t h a t  t h i s  i n f o r m a ­
t i o n  i s  o n l y  o f  m o d e r a t e  i m p o r t a n c e  a s  a d i s c l o s u r e  i t e m in t h e  
a n n u a l  r e p o r t .
The a n a l y s i s  o f  c r e d i t  t a k e s  i n t o  c o n s i d e r a t i o n  c a s h  management .  
Changes  in a m u n i c i p a l i t y ' s  i n v e s t m e n t  p o r t f o l i o  m i g h t  be o f  v a l u e  t o  
a u s e r  b e c a u s e  o f  t h e  p o t e n t i a l  impac t  o f  t h o s e  c h a n g e s  on c a s h  
management .  The 1968 a nd  c u r r e n t  e d i t i o n  o f  GAAFR recommended t h a t  a 
combi ned  s c h e d u l e  o f  i n v e s t m e n t s  by f u n d s  ( i t e m  t h i r t y - s i x )  be 
i n c l u d e d  in t h e  f i n a n c i a l  s e c t i o n  o f  t h e  a n n u a l  r e p o r t .  T h i s  s c h e d ­
u l e  ( a s  recommended by GAAFR) l i s t s  i n v e s t m e n t s  by f u n d s  and d o e s  n o t  
g e n e r a l l y  d i s c l o s e  t h e  m a r k e t  v a l u e s  o f  t h e  i n v e s t m e n t s .  A c c o r d i n g ­
l y ,  i t em t h i r t y - s e v e n  a s k s  t h e  s e c u r i t y  d e a l e r s  t o  a p p r a i s e  t h e  
i m p o r t a n c e  o f  a combi ned  s c h e d u l e  o f  i n v e s t m e n t s  wher e  m a r k e t  v a l u e s  
a r e  i n d i c a t e d .  The r e s p o n d e n t s  r a t e  b o t h  i t e ms  a s  v e r y  i m p o r t a n t ,  
a l t h o u g h  a s c h e d u l e  e x h i b i t i n g  m a r k e t  v a l u e s  o n l y  has  a mean s c o r e  o f  
o n e - h u n d r e t h  h i g h e r  ( 2 . 7 ^  v e r s u s  2 . 7 3 ) -
C i t i e s  a r e  more l i k e l y  t o  d i s c l o s e  i n v e n t o r i e s  in t h e i r  p r o p r i ­
e t a r y  f u n d s  t h a n  in t h e i r  g o v e r n m e n t a l  f u n d s .  T h i s  p r o b a b l y  o c c u r s  
b e c a u s e  t h e  o b j e c t i v e  in a c c o u n t i n g  f o r  a p r o p r i e t a r y  fund  i s  t h e  
mea s u r e me n t  o f  n e t  i ncome.  The r e s p o n d e n t s  r a t e  t h i s  i t em (number  
t h i r t y - e i g h t )  a s  o n l y  m o d e r a t e l y  i m p o r t a n t .
3
Lamb and R ap p a po r t ,  p.  110.
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The r e s p o n d e n t s  were  a s k e d  t o  e x p r e s s  t h e i r  o p i n i o n s  on f i x e d  
a s s e t  i n f o r m a t i o n  in i t ems  t h i r t y - n i n e ,  f o r t y ,  and f o r t y - o n e .  T a b l e  
A.1 i n d i c a t e s  t h a t  i t e m t h i r t y - n i n e ,  d e a l i n g  w i t h  a c l a s s i f i c a t i o n  
breakdown o f  f i x e d  a s s e t s ,  i s  r a t e d  a s  v e r y  i m p o r t a n t  by t h e  s e c u r i t y  
d e a l e r s .  S u r p r i s i n g l y ,  t h e  c o s t  o r  b a s i s  o f  t h e s e  a s s e t s  and d e p r e ­
c i a t i o n  i n f o r m a t i o n  ( i t e m  f o r t y )  i s  o n l y  o f  m o d e r a t e  i mp o r t a n c e  t o  
t h e  r e s p o n d e n t s .  I tern f o r t y - o n e ,  t h e  s o u r c e  o f  mon i e s  u s e d  t o  
a c q u i r e  f i x e d  a s s e t s ,  i s  a recommended GAAFR d i s c l o s u r e .  However ,  
t h e  s e c u r i t y  d e a l e r s  f e e l  t h a t  t h i s  i n f o r m a t i o n  i s  o f  o n l y  m o d e r a t e  
i m p o r t a n c e .  Taken a s  a g r o u p  (and i n c l u d i n g  i t e m t w e n t y - f i v e  d e a l i n g  
w i t h  a s t a t e m e n t  o f  g e n e r a l  f i x e d  a s s e t s ) ,  f i x e d  a s s e t  i n f o r m a t i o n  
d o e s  n o t  seem t o  be o f  g r e a t  i m p o r t a n c e  t o  t h i s  g r ou p  o f  r e s p o n d e n t s ,  
a t  l e a s t  in t h e  c o n t e x t  o f  an e v a l u a t i o n  o f  an e n t i t y ' s  c r e d i t w o r t h i ­
n e s s  .
T a b l e  A.1 i n d i c a t e s  t h a t  c a p i t a l  e x p e n d i t u r e  i n f o r m a t i o n  i s  
j u d g e d  t o  be e s s e n t i a l  by t h e  r e s p o n d e n t s .  I tern number  f o r t y - t w o  
r e l a t e s  t o  c u r r e n t  c a p i t a l  e x p e n d i t u r e s ,  w h i l e  i t em f o r t y - t h r e e  ( w i t h  
a s l i g h t l y  h i g h e r  mean s c o r e )  d e a l s  w i t h  b ud g e t e d  c a p i t a l  e x p e n d i ­
t u r e s  f o r  t h e  coming y e a r .  A p p a r e n t l y ,  t h i s  t y p e  o f  i n f o r m a t i o n  has  
an e f f e c t  on f u t u r e  c a s h  f l o w  n e e d s ,  and f o r  t h i s  r e a s o n  t h e  r e s p o n d ­
e n t s  f i n d  t h i s  i n f o r m a t i o n  d e s i r a b l e .
The s e c u r i t y  d e a l e r s  a r e  a s k e d  t o  g i v e  t h e i r  p e r c e p t i o n s  r e g a r d ­
ing t h e  d i s c l o s u r e  o f  r e s t r i c t i o n s  on an e n t i t y ' s  a s s e t s  ( i t e m  
f o r t y - f o u r ) .  T a b l e  A.1 r e v e a l s  t h a t  t h e y  f e e l  t h a t  t h i s  t y p e  o f  
i n f o r m a t i o n  i s  v e r y  i m p o r t a n t  t o  them.  The i m p o r t a n c e  o f  t h i s  i t em 
m i g h t  s t em f rom t h e  f a c t  t h a t  t h e s e  t y p e s  o f  r e s t r i c t i o n s  have  an
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i mpact  on t h e  r e s o u r c e s  a v a i l a b l e  f o r  normal  o p e r a t i o n s  ( i n c l u d i n g  
d e b t  r e t i r e m e n t )  and t h e r e f o r e  u s e r s  need  t h i s  i n f o r m a t i o n .
I tems f o r t y - f i v e  t h r o u g h  s i x t y - f o u r  c o v e r  i n f o r m a t i o n  r e l a t i n g  
t o  an e n t i t y ' s  d e b t  and e q u i t y .  Of t h e s e  t we n t y  i t e m s ,  f o u r t e e n  (70
p e r c e n t )  a r e  j u d g e d  t o  be e s s e n t i a l  by t h e  r e s p o n d e n t s .
I tern f o r t y - f i v e  d e a l s  w i t h  i n f o r m a t i o n  on l e a s i n g  a r r a n g e m e n t s .  
The 1976 s t u d y  by Coope r s  & Lybrand  and t h e  U n i v e r s i t y  o f  Mi ch i gan  
i n d i c a t e d  t h a t  93 p e r c e n t  o f  t h e  c i t i e s  s u r v e y e d  d i d  n o t  d i s c l o s e
Zf
i n f o r m a t i o n  on l e a s i n g  a r r a n g e m e n t s .  Lamb and Ra p p a p o r t  commented 
on t h e  i m p o r t a n c e  o f  t h i s  i t em
In o r d e r  t o  a d e q u a t e l y  a n a l y z e  t h e  f u t u r e  c a s h  n e e d s  o f  a 
m u n i c i p a l i t y ,  s uc h  ( l e a s i n g )  a r r a n g e m e n t s  s h o u l d  be 
r e v i e w e d .  . . . A n a l y s t s  mus t  be a wa r e  o f  t h e s e  a r r a n g e ­
men t s  a n d , . i n c l u d e  t h e  e f f e c t s  o f  t h e  a r r a n g e m e n t s  in t h e i r  
ana  1ys  i s .
Though t h e  s e c u r i t y  d e a l e r s  d i d  n o t  r a t e  t h i s  i n f o r m a t i o n  i t em as
e s s e n t i a l ,  t h e y  d i d  c o n s i d e r  i t  t o  be v e r y  i m p o r t a n t .
The Coope r s  & Lybrand  s t u d y  a l s o  f ound  t h a t  t h e  d i s c l o s u r e s
£
r e l a t i n g  t o  p e n s i o n  p l a n  i n f o r m a t i o n  were  t o t a l l y  i n a d e q u a t e .  The 
d i s c l o s u r e  o f  p e n s i o n  p l a n  i n f o r m a t i o n  i s  i m p o r t a n t  b e c a u s e  o f  t h e  
p o t e n t i a l  " r e p e r c u s s i o n s  on t h e  f u t u r e  a b i l i t y  o f  t h e  m u n i c i p a l i t y  t o
4
Cooper s  & Lybrand  and  t h e  U n i v e r s i t y  o f  Mi c h i ga n ,  F i n a n c i a 1 
D i s c l o s u r e  P r a c t i c e s  o f  t h e  Amer i can  C i t i e s  -  A P u b l i c  Report* (New 
York:  Coope r s  and L y b r a n d ,  1 976 ) ,  p.  32 .
Lamb and R a p p a p o r t ,  p .  266.
£
Cooper s  £ Lybrand  and  t h e  U n i v e r s i t y  o f  M i c h i g a n ,  A P u b l i c  
R e p o r t ,  p.  30
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pay i t s  p e n s i o n  p l a n  o b l i g a t i o n s . " ^  A p p a r e n t l y ,  t h e  s e c u r i t y  d e a l e r s  
a g r e e  w i t h  t h i s  s t a t e m e n t  b e c a u s e  t h e y  v a l u e  t h i s  i t e m (number  f o r t y -  
s i x )  a s  e s s e n t i a l .
An o t h e r  i m p o r t a n t  e x p e n s e  a r e a  w i t h  a p o t e n t i a l  l i a b i l i t y  t o  t h e  
go v e r n m e n t a l  u n i t  i s  a c c r u e d  v a c a t i o n  and  s i c k  pay ( i t e m  number  
f o r t y - s e v e n ) .  Even t h o u g h  m u n i c i p a l  e mp l o y e e s  w i l l  n o t  u s e  t h e i r  
v a c a t i o n s  and s i c k  pay a l l  a t  o n e  t i m e ,  d i s c l o s u r e  o f  t h i s  
i n f o r m a t i o n  may a i d  in p l a n n i n g  t h e  c a s h  n e e ds  o f  a gov e r n me n t a l
g
u n i t .  Cooper s  S Lybrand  f e e l s  t h a t  t h e  d i s c l o s u r e  o f  t h i s  i t em i s
c r i t i c a l  and " t h e  f a i l u r e  t o  r e c o g n i z e  and p r o v i d e  f o r  t h i s  c o s t  may
become a c o n t r i b u t i n g  f a c t o r  t o  s e r i o u s  f i n a n c i a l  d i f f i c u l t i e s  f o r
9
c i t i e s  o p e r a t i n g  on a p a y - a s - y o u - g o  b a s i s . "  As T a b l e  A.1 demon­
s t r a t e s ,  t h e  r e s p o n d e n t s  a p p a r e n t l y  do n o t  a g r e e  w i t h  t h e  p r e c e d i n g  
s t a t e m e n t s  a s  t h e y  r e g a r d  t h i s  i t em a s  o n l y  m o d e r a t e l y  i m p o r t a n t  
(mean s c o r e  o f  1 . 9 7 ) -
The s e c u r i t y  d e a l e r s  a r e  a s k e d  t o  e v a l u a t e  t h e  i m p o r t a n c e  o f  t h e  
d i s c l o s u r e  o f  c o n t i n g e n c i e s  in i t em f o r t y - e i g h t .  Examples  o f  mu n i c ­
i pa l  c o n t i n g e n c i e s  i n c l u d e  t h o s e  t h a t  c o u l d  a r i s e  f rom l i t i g a t i o n ,  
f rom g u a r a n t e e s  o f  p e r f o r m a n c e ,  f rom a g r e e m e n t s  and c o n t r a c t s ,  e t c .
As e x p e c t e d ,  t h e  s e c u r i t y  d e a l e r s  r e g a r d  t h i s  i n f o r m a t i o n  a s  v e r y  
i m p o r t a n t .
^ Lamb and R a p p a p o r t ,  p .  266 .
g
Lamb and R a p p a p o r t ,  p.  267 .
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Cooper s  & Lybrand  and  t h e  U n i v e r s i t y  o f  M i c h i g a n ,  A P u b l i c  
R e p o r t , p.  28.
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A m u n i c i p a l  bond r a t i n g  i s  an o p i n i o n  a s  t o  t h e  i n v e s t m e n t  
q u a l i t y  o f  a bond i s s u e .  Bo r r o we r s  a r e  r a n k e d  by t h e i r  r e l a t i v e  
economi c  and f i n a n c i a l  s t r e n g t h  and t h e i r  a b i l i t y  t o  r e t i r e  t h e i r  
d e b t s . ^  Whi l e  t h e  r a t i n g s  a r e  n o t  a b s o l u t e  in t h e i r  j ud g me n t  o f  
i n v e s t m e n t  q u a l i t y ,  t h e y  a r e  n e v e r t h e l e s s  an i m p o r t a n t  f a c t o r  in t h e  
d e t e r m i n a t i o n  o f  c r e d i t  q u a l i t y  and c a n  s i g n i f i c a n t l y  i n f l u e n c e  t h e  
c o s t  o f  b o r r o w i n g . ^  Knowledge o f  a m u n i c i p a l i t y ' s  bond r a t i n g  and 
a ny  c ha nge  in t h a t  r a t i n g  ( i t e m  f o r t y - n i n e )  i s ,  n o t  s u r p r i s i n g l y ,  
c o n s i d e r e d  a s  e s s e n t i a l  by t h e  r e s p o n d e n t s .
A combi ned  s c h e d u l e  o f  bonds  p a y a b l e  by f u n d s  ( recommended by 
GAAFR) and e x p l a n a t o r y  i n f o r m a t i o n  r e l a t i n g  t o  i n t e r e s t  and l o n g - t e r m  
d e b t  a r e  i t e ms  f i f t y  and f i f t y - o n e .  As T a b l e  4 . 1  s hows ,  t h e  r e s p o n d ­
e n t s  a r e  v e r y  i n t e r e s t e d  in t h i s  i n f o r m a t i o n  and  r e g a r d  i t s  d i s c l o ­
s u r e  a s  e s s e n t i a l .
The c o m p u t a t i o n  o f  t h e  l e g a l  d e b t  m a r g i n  ( i t e m  f i f t y - t w o )  can
s e r v e  a s  a p o t e n t i a l  s a f e g u a r d  f o r  m u n i c i p a l  b o n d h o l d e r s  and o t h e r
c r e d i t o r s .  The s e  l i m i t s ,  whi ch  a r e  n o r m a l l y  r e s t r i c t e d  by t h e  need
f o r  e l e c t o r a l  a p p r o v a l  b e f o r e  d e b t  ca n  be i s s u e d ,  a r e  me a n i n g f u l
12c h e c k s  on e x c e s s i v e  b o r r o w i n g .  The s e c u r i t y  d e a l e r s  r a t e  t h i s  
c o m p u t a t i o n  a s  e s s e n t i a l  a s  shown in T a b l e  A. 1 .
The i m p o r t a n c e  o f  summar i e s  o f  d e b t  s e r v i c e  r e q u i r e m e n t s  t o
^  John  E. P e t e r s e n ,  The R a t i n g  Game ( 1974 ;  r p t .  Mi l l wood ,  New 
York:  Kraus  R e p r i n t  C o . ,  1 9 7 7 ) ,  P • 2 .
11 Lamb and  R a p p a p o r t ,  p .  70 .
12
Lamb and R ap p ap o r t ,  p. 7 0 .
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m a t u r i t y  f o r  g e n e r a l  o b l i g a t i o n  bonds  and a l l  o t h e r  d e b t  a r e  i t e ms  
f i f t y - t h r e e  and f i f t y - f o u r ,  r e s p e c t i v e l y .  Knowledge o f  t h i s  i n f o r m a ­
t i o n  i s  a n e c e s s i t y  in d e t e r m i n i n g  a m u n i c i p a l i t y ' s  f u t u r e  c a s h  n e e ds  
and in a s s e s s i n g  i t s  a b i l i t y - t o - p a y .  The r e s p o n d e n t s  r e g a r d  t h i s  
i n f o r m a t i o n  a s  e s s e n t i a l .
I t em f i f t y - f i v e  d e a l s  w i t h  t h e  c o m p u t a t i o n  o f  d i r e c t  and o v e r ­
l a p p i n g  d e b t .  T h i s  c o m p u t a t i o n  r e s u l t s  in t h e  t o t a l  amount  o f  d e b t  
( d e b t  b u r d e n )  f o r  wh i c h  a m u n i c i p a l i t y ' s  t a x p a y e r s  a r e  r e s p o n s i b l e .  
T a b l e  A.1 shows t h a t  t h e  s e c u r i t y  d e a l e r s  f e e l  t h a t  t h i s  c o m p u t a t i o n  
i s  a l s o  e s s e n t  i a l .
I terns f i f t y - s i x  t h r o u g h  s i x t y - t w o  a l l  r e l a t e  t o  key r a t i o s .  The 
u s e  o f  t h e s e  r a t i o s  in a t r e n d  a n a l y s i s  a n d / o r  d i r e c t  c o m p a r i s o n  t o  
e s t a b l i s h e d  s t a n d a r d s  ca n  h e l p  i d e n t i f y  p o t e n t i a l  f i s c a l  p r ob l e m 
a r e a s .  I terns f i f t y - s i x  t h r o u g h  f i f t y - n i n e  a r e  r a t i o s  o f  1) d e b t  p e r  
c a p i t a ,  2) d e b t  t o  a s s e s s e d  v a l u a t i o n ,  3) d e b t  t o  t r u e  v a l u a t i o n ,  and 
k)  d e b t  s e r v i c e  t o  g e n e r a l  r e v e n u e s .  Knowledge o f  t h e s e  r a t i o s  i s  
e s s e n t i a l  t o  t h e  r e s p o n d e n t s  a s  e v i d e n c e d  by T a b l e  A. 1 .
The a v e r a g e  t u r n o v e r  t i m e  f o r  g e n e r a l  o b l i g a t i o n  bonds  i s  i t em 
s i x t y  and t h e  p o r t i o n  ( o r  p e r c e n t a g e )  o f  t h e  t a x  r a t e s  a p p l i c a b l e  t o  
d e b t  i s  i t e m s i x t y - o n e .  Whi l e  n o t  a d e b t  r a t i o  i t s e l f ,  t h e  t u r n o v e r  
t i m e  f o r  bonds  i s  n e c e s s a r y  in t h e  e v a l u a t i o n  o f  some o f  t h e  a c t u a l  
r a t i o  f i g u r e s .  For  e x a m p l e ,  h i g h  d e b t  r a t i o s  may be l e s s  s i g n i f i c a n t  
i f ,  on t h e  a v e r a g e ,  mos t  o f  t h e  d e b t  i s s u e s  t u r n  o v e r  w i t h i n ,  s a y ,  
t e n  y e a r s .  But  a bove  a v e r a g e  d e b t  r a t i o s  combi ned  w i t h  s l ow d e b t  
r e t i r e m e n t  would  mos t  l i k e l y  weaken t h e  c r e d i t w o r t h i n e s s  o f  a m u n i c ­
i p a l i t y .  Both o f  t h e s e  i t e ms  a r e  c o n s i d e r e d  a s  v e r y  i m p o r t a n t  by t h e
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s e c u r i t y  d e a l e r s .
The r a t i o  o f  d e b t  t o  a c t u a l  v a l u a t i o n  i s  i t em number  s i x t y - t w o .  
T h i s  i t em i s  u s e d  a s  a c o n s i s t e n c y  c h e c k  w i t h  i t em number  f i f t y - e i g h t  
( s e e  C h a p t e r  T h r e e ) .  The r e s p o n d e n t s  r a t e  b o t h  i t e ms  s i x t y - t w o  and 
f i f t y - e i g h t  a s  e s s e n t i a l .
S e c u r i t y  d e a l e r s  a r e  r e q u e s t e d  t o  e v a l u a t e  t h e  i mp o r t a n c e  o f  
i n f o r m a t i o n  on c u r r e n t  r e v e n u e  bond c o v e r a g e  ( i t e m  s i x t y - t h r e e ) .
T h i s  i n f o r m a t i o n  p e r m i t s  a u s e r  t o  know w h e t h e r  o r  n o t  t h e  a n n u a l  n e t  
r e v e n u e s  d e r i v e d  f rom a p r o j e c t  a r e  ampl e  enough t o  c o v e r  t h e  r e l a t e d  
d e b t  s e r v i c e  r e q u i r e m e n t s  f o r  t h e  c u r r e n t  y e a r .  The r e s p o n d e n t s  f e e l  
t h a t  t h i s  i n f o r m a t i o n  s h o u l d  be i n c l u d e d  in t h e  a nnua l  r e p o r t  and 
r a t e  i t s  d i s c l o s u r e  a s  e s s e n t i a l .
I tern number  s i x t y - f o u r  a s k s  f o r  t h e  r e s p o n d e n t s '  o p i n i o n s  
c o n c e r n i n g  a d e s c r i p t i o n  o f  t h e  r e s t r i c t i o n s  on a m u n i c i p a l i t y ' s  
e q u i t y .  As T a b l e  A.1 r e v e a l s ,  t h e  s e c u r i t y  d e a l e r s  f e e l  t h a t  t h i s  
i n f o r m a t i o n  i s  v e r y  i m p o r t a n t .
The i m p o r t a n c e  o f  t a b l e s  e x h i b i t i n g  g e n e r a l  g o v e r n me n t a l  e x p e n d ­
i t u r e s  by f u n c t i o n ,  and g e n e r a l  r e v e n u e s  by s o u r c e ,  i s  j u d g e d  by t h e  
r e s p o n d e n t s  in i t e ms  s i x t y - f i v e  and s i x t y - s i x .  The s e  t a b l e s  can 
h i g h l i g h t  c h a n g e s  in a m u n i c i p a l i t y ' s  s p e n d i n g  p a t t e r n s  and a l s o
d i s p l a y  t h e  c o m p o s i t i o n  o f ,  and c h a n g e s  i n ,  t h e  m u n i c i p a l i t y ' s
13r e v e n u e  s o u r c e s  o v e r  t i m e .  T h i s  t a b u l a r  i n f o r m a t i o n  i s  c o n s i d e r e d  
a s  v e r y  i m p o r t a n t  by t h e  s e c u r i t y  d e a l e r s .
13 M u n i c i p a l  F i n a n c e  O f f i c e r s  A s s o c i a t i o n ,  Government a l  A c c o u n t ­
i ng ,  A u d i t i n g  and F i n a n c i a l  R e p o r t i n g  ( Ch i c a g o ,  1 1 1 . :  Mun i c i pa l
F i n a n c e  O f f i c e r s  A s s o c i a t i o n ,  1 9 8 0 ) ,  p .  31-
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A t a b l e  e x h i b i t i n g  t a x  r e v e n u e s  by s o u r c e  (a 1968 GAAFR recom­
m e n d a t i o n )  i s  i t em s i x t y - s e v e n .  T h i s  t a b l e  i s  n o t  i n c l u d e d  in t h e  
l i s t i n g  o f  t h o s e  recommended by t h e  c u r r e n t  e d i t i o n  o f  GAAFR b e c a u s e
" t h e  i n f o r m a t i o n  . . .  i s  o f t e n  n o t  e x t e n s i v e l y  u s e d  by many CAFR 
1 4u s e r s . "  However ,  m u n i c i p a l i t i e s  a r e  n o t  p r e c l u d e d  f rom p r e s e n t i n g  
t h i s  t a b l e ,  s i n c e  a m u n i c i p a l i t y  may p r e s e n t  any  s t a t i s t i c a l  i n f o r m a ­
t i o n  whi ch  i s  u s e f u l  and r e l e v a n t  t o  u s e r s . ^  As T a b l e  A.1 i n d i ­
c a t e s ,  t h i s  i t em i s  c o n s i d e r e d  u s e f u l  t o  t h e  r e s p o n d e n t s  and i s  r a t e d  
a s  e s s e n t i a l  by them.
The s e c u r i t y  d e a l e r s  a r e  a s k e d  t o  a p p r a i s e  t h e  i mp o r t a n c e  o f  a 
t a b u l a r  p r e s e n t a t i o n  o f  p r o p e r t y  t a x  l e v i e s  and c o l l e c t i o n s  in i t em 
s i x t y - e i g h t .  In The R a t i n g  Game, P e t e r s e n  i n c l u d e s  t h i s  i n f o r m a t i o n
a s  p a r t  o f  h i s  " b a s i c  c r i t e r i a "  t h a t  mus t  be c o n s i d e r e d  in any
1 £
m u n i c i p a l  c r e d i t  i n v e s t i g a t i o n .  He n o t e s  t h a t  t h e  c o l l e c t i o n s  
e x p r e s s e d  a s  a p e r c e n t a g e  o f  l e v i e s  s h o u l d  be g r e a t e r  t h a n  95 p e r c e n t  
and i d e a l l y  even  o u t  a t  100 p e r c e n t . ^  A p p a r e n t l y ,  t h e  r e s p o n d e n t s  
a l s o  r a t e  t h i s  i n f o r m a t i o n  h i g h l y .  T a b l e  A.1 r e v e a l s  t h a t  t h e  
i m p o r t a n c e  mean f o r  t h i s  i t em i s  3-^+8 whi ch  c l a s s i f i e s  t h e  i t em as  
e s s e n t  i a l .
I tern s i x t y - n i n e  r e q u e s t s  t h a t  t h e  s e c u r i t y  d e a l e r s  e x p r e s s  t h e i r  
14
Mu n i c i p a l  F i n a n c e  O f f i c e r s  A s s o c i a t i o n ,  GAAFR, 1980 e d . ,
p .  31 .
^  Mun i c i pa l  F i n a n c e  O f f i c e r s  A s s o c i a t i o n ,  GAAFR, 1980 e d . ,  
p .  31 .
16 P e t e r s e n ,  p .  78 .
^  P e t e r s e n ,  p. 79 .
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v i ews  r e g a r d i n g  t h e  i m p o r t a n c e  o f  a t a b l e  p r e s e n t i n g  t h e  a s s e s s e d  and
e s t i m a t e d  v a l u e  o f  t a x a b l e  p r o p e r t y  o v e r  a t e n - y e a r  p e r i o d .  A m a j o r
index  o f  t h e  g r owt h  and f i n a n c i a l  h e a l t h  o f  a communi ty  i s  t h e  y e a r l y
18c h a n g e  in i t s  r e a l  e s t a t e  v a l u e  o f  t a x a b l e  r e a l  p r o p e r t y .  As T a b l e  
A.1 d e t a i l s ,  knowl edge  o f  t h i s  i n f o r m a t i o n  i s  e s s e n t i a l  t o  t h e  
s e c u r i t y  d e a l e r s .
I tern s e v e n t y  c o v e r s  a t e n - y e a r  t a b l e  o f  p r o p e r t y  t a x  r a t e s  and 
l e v i e s  f o r  a l l  o v e r l a p p i n g  g o v e r n m e n t s .  T h i s  i n f o r m a t i o n  i s  c o n s i d ­
e r e d  t o  be v e r y  i m p o r t a n t  t o  t h e  r e s p o n d e n t s .
The r e s p o n d e n t s  a r e  q u e r i e d  a s  t o  t h e i r  p e r c e p t i o n s  o f  t h e  v a l u e  
o f  a t e n - y e a r  summary o f  s p e c i a l  a s s e s s m e n t  c o l l e c t i o n s  in i t em 
s e v e n t y - o n e .  T h i s  t a b l e  p r o v i d e s  d a t a  on t h e  amount  o f  a s s e s s m e n t s  
c o l l e c t e d  a s  compared  t o  t h e  o r i g i n a l  amount  o f  c o l l e c t i o n s  d u e .  The 
s e c u r i t y  d e a l e r s  r e g a r d  t h i s  i t e m a s  v e r y  i m p o r t a n t .
Lamb and R a p p a p o r t  n o t e  t h a t
. . . t h e  mos t  c r i t i c a l  s h o r t - t e r m  f u n c t i o n  o f  t h e  c r e d i t  
a n a l y s t  . . .  i s  t o  i d e n t i f y  wha t  m i g h t  be t e r med  t h e  " r e d
f l a g s , "  o r  t r e n d s  s u g g e s t i n g  p o t e n t i a l  p r o b l e m s ,  in t h e
f i s c a l  s t a b i l i t y  o f  s t a t e s  and  m u n i c i p a l i t i e s . ^
They s u g g e s t  t h a t  c e r t a i n  key r a t i o s  be d e v e l o p e d  and exami ned  o v e r ,  
t i m e .  Th e s e  r a t i o s  i n c l u d e  n e t  g e n e r a l  bonded d e b t  t o  a s s e s s e d  
v a l u e ,  and n e t  bonded d e b t  p e r  c a p i t a  ( i t e m  s e v e n t y - t w o ) ;  and t h e  
a n n u a l  d e b t  s e r v i c e  e x p e n d i t u r e s  f o r  g e n e r a l  bonded d e b t  e x p r e s s e d  a s
1 g
Lamb and R a p p a p o r t ,  p .  109*
19 Lamb and R ap p ap o r t ,  p .  112.
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a p e r c e n t a g e  o f  t o t a l  g e n e r a l  e x p e n d i t u r e s  ( i t e m  s e v e n t y - t h r e e ) .
The r e s p o n d e n t s  v a l u e  t h e  d i s c l o s u r e  o f  t h e s e  two i t e ms  a s  e s s e n t i a l  
and v e r y  i m p o r t a n t ,  r e s p e c t i v e l y .
Revenue bonds  a r e  p a y a b l e  o n l y  f rom s p e c i a l  f u n d s  and a r e  n o t  
s e c u r e d  by t h e  f u l l  f a i t h  and c r e d i t  o f  a m u n i c i p a l i t y  a s  a r e  g e n e r a l
o b l i g a t i o n  bonds .  U s u a l l y ,  t h e  bonds  a r e  p a i d  o f f  f rom t h e  n e t
income d e r i v e d  f rom p r o j e c t s  f i n a n c e d  by t h e  p r o c e e d s  o f  a bond 
i s s u e .  The s t a b i l i t y  o f  t h e s e  r e v e n u e s  i s  o f  p r i me  i m p o r t a n c e ,  a s  
w e l l  a s  c o v e r a g e  o f  a l l  c o s t s  r e l a t i n g  t o  a p a r t i c u l a r  p r o j e c t .  For
t h i s  r e a s o n ,  t h e  t r a c k i n g  o f  r e v e n u e  bond c o v e r a g e  o v e r  t i m e  i s
e s s e n t i a l .  The s e c u r i t y  d e a l e r s  a p p a r e n t l y  a g r e e  a s  e v i d e n c e d  by 
t h e i r  r e s p o n s e s  t o  i t e m s e v e n t y - f o u r  a s  shown in T a b l e  A . I .
GAAFR recommends a t a b l e  whi ch
. . . p r e s e n t ( s )  i n f o r m a t i o n  on p r o p e r t y  v a l u e s ,  new 
c o n s t r u c t i o n ,  and bank d e p o s i t s  w i t h i n  t h e  r e p o r t i n g  
g o v e r n m e n t ' s  j u r i s d i c t i o n .  T h i s  i n f o r m a t i o n  i s  i n t e n d e d  t o  
i n d i c a t e  t h e  g r owt h  o r  s h r i n k a g e  o f  t h e  g o v e r n m e n t ' s  
p r o p e r t y  t a x  b a s e  a nd  t h e  r e l a t i v e  w e a l t h  o f  t h e  communi t y .
The bank d e p o s i t s  i n f o r m a t i o n  s h o u l d  i n c l u d e  amoun t s  on 
d e p o s i t  in s a v i n g s  b a n k s ,  s a v i n g s  and l oan  a s s o c i a t i o n s ,  
b u i l d i n g  and l oa n  a s s o c i a t i o n s ,  e t c . 21
The r e s p o n d e n t s  r a t e  t h i s  i n f o r m a t i o n  a s  v e r y  i m p o r t a n t .
I terns s e v e n t y - s i x  t h r o u g h  e i g h t y - t h r e e  d e a l  w i t h  o t h e r  m i s c e l ­
l a n e o u s  s t a t i s t i c a l  d a t a .  One o f  t h e  GAAFR-recommended t a b l e s  d e a l s
20 See f o r  e x a mp l e ,  Lamb and  R a p p a p o r t ,  Mu n i c i p a l  B o n d s , 
pp.  10^-113 and P e t e r s e n ,  The R a t i n g  Game, p .  79.
21 Muni c i pa l  F i n a n c e  O f f i c e r s  A s s o c i a t i o n ,  GAAFR, 1980 e d . ,
p. 32 .
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w i t h  de mo g r a p h i c  s t a t i s t i c s .  GAAFR s t a t e s  t h a t  r e a d e r s  w i l l  f i n d  
t h i s  i n f o r m a t i o n
. . . u s e f u l  in a n a l y z i n g  t h e  s o c i a l  and economi c  makeup o f  
t h e  g o v e r n m e n t ' s  c o n s t i t u e n c y .  T h i s  i n f o r m a t i o n  i s  i n t e n d ­
ed t o  i n d i c a t e  w h e t h e r  a communi ty  i s  e x p a n d i n g  o r  s h r i n k ­
i n g ,  g e t t i n g  o l d e r  o r  y o u n g e r ,  and g e t t i n g  r i c h e r  o r
p o o r e r  .22
P e t e r s e n  a l s o  i n c l u d e s  p o p u l a t i o n  i n f o r m a t i o n  a s  o n e  o f  h i s  n i n e
c r i t e r i a  t h a t  s h o u l d  be c o n s i d e r e d  in a ny  e v a l u a t i o n  o f  a m u n i c i p a l -  
23i t y ' s  c r e d i t .  T a b l e  A.1 i n d i c a t e s  t h a t  knowing t h i s  i n f o r m a t i o n
( i t e m  s e v e n t y - s i x )  i s  v e r y  i m p o r t a n t  t o  t h e  s e c u r i t y  d e a l e r s .
A s c h e d u l e  o f  i n s u r a n c e  in f o r c e  i s  i t em number  s e v e n t y - s e v e n .
T h i s  i t em i s  a recommended s t a t i s t i c a l  t a b l e  f rom t h e  1968 e d i t i o n  o f
GAAFR, bu t  i s  n o t  m e n t i o n e d  in t h e  c u r r e n t  e d i t i o n  b e c a u s e  o f  t h e
2kf e e l i n g  by t h e  MFOA t h a t  i t  i s  n o t  u s e d  e x t e n s i v e l y .  The s e c u r i t y  
d e a l e r s '  r e s p o n s e s  seem t o  c o n f i r m  t h i s  s t a t e m e n t  a s  t h e y  r a t e  t h i s  
i t em a s  o n l y  h a v i n g  m o d e r a t e  i m p o r t a n c e .
S a l a r i e s  and  s u r e t y  bonds  o f  p r i n c i p a l  o f f i c e r s  ( i t e m  s e v e n t y -  
e i g h t )  i s  a n o t h e r  o f  t h e  1968 GAAFR s t a t i s t i c a l  t a b l e s  n o t  m e n t i o n e d  
in t h e  c u r r e n t  e d i t i o n  o f  GAAFR. The r e s p o n d e n t s  a l s o  v a l u e  t h i s  
i t em a s  m o d e r a t e l y  i m p o r t a n t .
The economi c  d i r e c t i o n  o f  a m u n i c i p a l i t y  ca n  t o  some e x t e n t  be
22 Muni c i pa l  F i n a n c e  O f f i c e r s  A s s o c i a t i o n ,  GAAFR, 1980 e d . ,
p .  32.
23 P e t e r s e n ,  p .  78 .
2k Muni c i pa l  F i n a n c e  O f f i c e r s  A s s o c i a t i o n ,  GAAFR, 1980 e d . ,
p.  32 .
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d e t e r m i n e d  by c o m p a r i s o n  o v e r  t i m e  o f  t h e  number  o f  p e o p l e  employed 
by t h a t  m u n i c i p a l i t y .  A d d i t i o n a l l y ,  employment  a c c o r d i n g  t o  t y p e  o f  
j o b  ( e . g . ,  m a n u f a c t u r i n g ,  s e r v i c e s ,  e t c . )  h e l p s  t o  i n d i c a t e  t o  what  
e x t e n t  t h e  communi ty  r e l i e s  on gov e r n me n t  s u p p o r t  in t e r ms  o f  j o b s .  
S e c u r i t y  d e a l e r s  f i n d  t h i s  i t e m (number  s e v e n t y - n i n e )  v e r y  i m p o r t a n t  
t o  h a v e .
The i d e n t i f i c a t i o n  o f  t h e  m u n i c i p a l i t y ' s  l a r g e s t  t a x p a y e r s  
( i . e . ,  l a r g e s t  t a x a b l e  p r o p e r t i e s )  can  a i d  in d e t e r m i n i n g  t o  what  
e x t e n t  a m u n i c i p a l i t y ' s  r e a l  e s t a t e  b a s e  i s  d e p e n d e n t  upon one  o r  
more s i g n i f i c a n t  p i e c e s  o f  p r o p e r t y  in t h e  t a x  j u r i s d i c t i o n .  I tern 
e i g h t y  r e q u e s t s  t h e  s e c u r i t y  d e a l e r s  t o  r e s p o n d  t o  t h e  v a l u e  o f  t h i s  
i n f o r m a t i o n .  They r e g a r d  t h e  d i s c l o s u r e  o f  t h i s  i n f o r m a t i o n  a s  
e s s e n t i a l .
I tem e i g h t y - o n e  a s k s  t h e  r e s p o n d e n t s  t o  a s s e s s  t h e  i m p o r t a n c e  o f
e c onomi c  i n f l u e n c e s  and t r e n d s  a f f e c t i n g  t h e  g o v e r n m e n t a l  u n i t .
The s e  i n f l u e n c e s  and t r e n d s  ca n  a f f e c t  t h e  economi c  a c t i v i t y  and
f i n a n c i a l  w e l l - b e i n g  o f  a m u n i c i p a l i t y  and t h e r e f o r e  would seem t o  be
25i m p o r t a n t  and w a r r a n t  d i s c l o s u r e .  As T a b l e  A.1 i n d i c a t e s ,  t h e
r e s p o n d e n t s  f i n d  t h i s  i n f o r m a t i o n  t o  be v e r y  i m p o r t a n t .
The d i s c l o s u r e  o f  i n f o r m a t i o n  c o n c e r n i n g  t h e  s i z e ,  c o m p o s i t i o n ,  
and  c h a r a c t e r i z a t i o n  o f  a m u n i c i p a l i t y ' s  l a b o r  f o r c e  i s  i t em number  
e i g h t y - t w o .  T h i s  i n f o r m a t i o n  can  a i d  in t h e  a s s e s s m e n t  o f  l a b o r  
r e l a t i o n s  be t ween  t h e  m u n i c i p a l i t y  and i t s  e m p l o y e e s ,  s i n c e  t h e s e
r e l a t i o n s  ca n  have  a s i g n i f i c a n t  i mpa c t  on t h e  e conomi c  h e a l t h  o f  a
25
Lamb and R ap p ap o r t ,  pp. 1 1 1 - 1 1 2 .
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m u n i c i p a l i t y .  A d d i t i o n a l l y ,  t h e  c o m p o s i t i o n  o f  t h e  l a b o r  f o r c e  a l s o  
i n d i c a t e s  w h e t h e r  o r  n o t  e m p l o y e e s '  wages  a r e  f unded  d i r e c t l y  by 
i n t e r g o v e r n m e n t a l  r e s o u r c e s .  T h i s  t y p e  o f  i n f o r m a t i o n  i s  r a t e d  a s  
v e r y  i m p o r t a n t  by t h e  s e c u r i t y  d e a l e r s .
I t ems  e i g h t y - t h r e e  t h r o u g h  n i n e t y  s p e c i f y  o t h e r  p o s s i b l e  accom­
p a n y i n g  d i s c l o s u r e s  t h a t  c o u l d  be f ound  in a m u n i c i p a l  annua l  r e p o r t .  
I n f o r m a t i o n  on a m u n i c i p a l i t y ' s  management  i s  t h e  s u b j e c t  o f  i t em 
e i g h t y - t h r e e .  Though s u b j e c t i v e  and  s ome t i me s  i m p r e s s i o n i s t i c ,  Lamb 
and Ra p p a p o r t  n o t e  t h a t  t h e
. . . r a t i n g  a g e n c i e s  g i v e  g r e a t  w e i g h t  t o  an a s s e s s m e n t  o f  
t h e  management  o f  t h e  m u n i c i p a l i t y  . . . They meet  w i t h  t h e  
m a n a g e r s  p e r s o n a l l y  t o  s i z e  up t h e i r  knowl edge  and 
p r o f e s s i o n a l  i s m . 26
S i n c e  a management  t eam c a n n o t  be " s i z e d - u p "  o r  e v a l u a t e d  s i m p l y  f rom 
t h e  d i s c l o s u r e  o f  names ,  a g e s ,  and r e s p o n s i b i l i t i e s ,  t h e  r e s p o n d e n t s '  
r a t i n g  o f  t h i s  i t em a s  m o d e r a t e l y  i m p o r t a n t  i s  n o t  s u r p r i s i n g .
S i n c e  t h e  s e c u r i t y  d e a l e r s '  c r e d i t  a n a l y s i s  e n t a i l s  e s t i m a t e s  o f  
t h e  f u t u r e ,  one  m i g h t  e x p e c t  t h a t  f o r e c a s t s  o r  p r o j e c t i o n s  ( i t e m  
e i g h t y - f o u r )  would be o f  v a l u e  t o  them.  The mean s c o r e  f o r  t h i s  i t em 
o f  2 . 3 3  ( m o d e r a t e l y  i m p o r t a n t )  d o e s  n o t  v e r i f y  t h i s  e x p e c t a t i o n .
The i m p o r t a n c e  o f  t h e  d i s c l o s u r e  o f  t h e  b a s i s  o f  a c c o u n t i n g  
( c a s h ,  a c c r u a l ,  o r  m o d i f i e d  a c c r u a l )  i s  i t em e i g h t y - f i v e .  The 
r e s p o n d e n t s  f e e l  t h a t  t h i s  i n f o r m a t i o n  i s  v e r y  i m p o r t a n t  ( a l m o s t  
e s s e n t i a l  -  mean s c o r e  o f  3 - 1 6 )  in t h e i r  e v a l u a t i o n  o f
26
Lamb and Rap p ap o r t ,  pp. 1 1 1 - 1 1 2 .
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c r e d  i t w o r t h  i n e s s .
In d i s c u s s i n g  m u n i c i p a l  d i s c l o s u r e ,  t h e  AICPA a u d i t  g u i d e  s t a t e s
t h a t  t h e  " l a c k  o f  c o m p l i a n c e  w i t h  l e g a l  r e q u i r e m e n t s  d e a l i n g  w i t h
f i n a n c i a l  m a t t e r s  s h o u l d  be d i s c l o s e d  in t h e  f i n a n c i a l  s t a t e m e n t s ,
27u s u a l l y  in a n o t e . "  S e c u r i t y  d e a l e r s  r e g a r d  t h i s  i n f o r m a t i o n  ( i t e m  
e i g h t y - s i x )  a s  e s s e n t i a l  a s  shown in T a b l e  A . I .
Legal  a n d / o r  o r g a n i z a t i o n a l  r e s t r i c t i o n s  can  r e s u l t  in numerous  
m u n i c i p a l  f i n a n c i a l  r e p o r t i n g  e n t i t i e s  e m a n a t i n g  f rom one  economi c  
u n i t  ( e . g . ,  a c i t y ) .  T h e r e f o r e ,  an i m p o r t a n t  d i s c l o s u r e  i t em m i g h t  
be a d e s c r i p t i o n  o f  t h e  p o l i c y  u s e d  f o r  t h e  i n c l u s i o n  o r  e x c l u s i o n  o f  
r e p o r t i n g  u n i t s  when r e p o r t i n g  a m u n i c i p a l i t y ' s  f i n a n c i a l  s t a t e m e n t s  
( i t e m  e i g h t y - s e v e n ) .  As T a b l e  A.1 shows ,  t h e  r e s p o n d e n t s  a g r e e  and 
f i n d  t h i s  i n f o r m a t i o n  v e r y  i m p o r t a n t .
I tern e i g h t y - e i g h t  d e a l s  w i t h  a d e s c r i p t i o n  o f  m a t e r i a l  d i f f e r ­
e n c e s  be tween  t h e  b u d g e t s  and t h e  a c t u a l  f i n a n c i a l  r e s u l t s .  In 
D i s c l o s u r e  G u i d e l i n e s  f o r  S t a t e  and Local  G o v e r n me n t s , t h e  MFOA 
i n d i c a t e s  t h a t  t h i s  i n f o r m a t i o n  i s  an  i m p o r t a n t  f a c t o r  r e l a t i n g  t o  
t h e  f i n a n c i a l  c o n d i t i o n  o f  a m u n i c i p a l i t y  and  s h o u l d  be i n c l u d e d  in a
g e n e r a l  d e s c r i p t i o n  o f  a m u n i c i p a l i t y ' s  f i n a n c i a l  p r a c t i c e s  and
28r e s u l t s  o f  o p e r a t i o n s .  The r e s p o n d e n t s  a g r e e ,  and deem t h i s  i t em 
27 Commi t t ee  on Gover nment a l  A c c o u n t i n g  and  A u d i t i n g  o f  t h e  
Amer i can  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  Aud i t s  o f  S t a t e  
and Local  Gover nment a l  U n i t s  (New York:  Amer i can  I n s t i t u t e  o f
C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  197*0,  P- 76.
Mun i c i pa l  F i n a n c e  O f f i c e r s  A s s o c i a t i o n ,  D i s c l o s u r e  G u i d e l i n e s  
f o r  S t a t e  and Local  Gover nmen t s  ( Ch i c a g o ,  11 1 . :  Mun i c i pa l  F i n a n c e
O f f i c e r s  A s s o c i a t i o n ,  1 9 7 9 ) ,  pp .  2 6 - 2 8 .
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t o  be e s s e n t i a l .
Ful l  d i s c l o s u r e  in c o n f o r m i t y  w i t h  GAAP r e q u i r e s  t h a t  f i n a n c i a l
s t a t e m e n t s  be a c c ompa n i e d  by s u p p l e m e n t a l  n o t e s  whi ch  a r e  u s e d  t o
c l a r i f y  o r  e x p l a i n  d a t a  c o n t a i n e d  in t h e  f i n a n c i a l  s t a t e m e n t s .  One
such  n o t e  i s  a summary o f  s i g n i f i c a n t  a c c o u n t i n g  p o l i c i e s .  The mean
s c o r e  f o r  t h i s  i t e m (number  e i g h t y - n i n e )  i s  3 - 2 0  ( e s s e n t i a l  i s  3.21
o r  h i g h e r ) ,  whi ch  c l a s s i f i e s  t h i s  i t em a s  v e r y  i m p o r t a n t .
GAAFR r e q u i r e m e n t s  d e s c r i b e  s p e c i f i c  compone n t s  o f  a m u n i c i p a l
a n n u a l  r e p o r t .  One component  i s  t h e  i n t r o d u c t o r y  s e c t i o n  which
i n c l u d e s  t h e  t r a n s m i t t a l  l e t t e r  f rom t h e  m u n i c i p a l i t y ' s  f i n a n c e
o f f i c e r .  GAAFR recommends t h a t  t h e  l e t t e r  " s h o u l d  d i s c u s s  b r i e f l y  in
29n a r r a t i v e  form t h e  s u b s t a n t i v e  h i g h l i g h t s  o f  t h e  r e p o r t . "  The l a s t  
q u e s t i o n n a i r e  i t em (number  n i n e t y )  d e a l s  w i t h  a t r a n s m i t t a l  l e t t e r .  
S e c u r i t y  d e a l e r s  r e g a r d  t h e  l e t t e r  a s  v e r y  i m p o r t a n t .
29 Cooper s  & Lybrand  and  t h e  U n i v e r s i t y  o f  M i c h i g a n ,  A P u b l i c  
R e p o r t ,  pp .  28 ,  31 .
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APPENDIX H
QUESTIONNAIRE COVER LETTER
J u l y  29 ,  1980
Dear  S i r ,
Re a d e r s  o f  t h e  f i n a n c i a l  s t a t e m e n t s  o f  s t a t e  and l o c a l  gove r nme n t a l  
u n i t s  want  t o  know t h e  c u r r e n t  f i n a n c i a l  p o s i t i o n  o f  t h e  r e p o r t i n g  
u n i t  and  how i t s  r e c e n t  o p e r a t i o n s  have  a f f e c t e d  t h a t  p o s i t i o n .  T h i s  
i n f o r m a t i o n  i s  p a r t i c u l a r l y  i m p o r t a n t  t o  m u n i c i p a l  f i n a n c i a l  a n a l y s t s  
a s  we l l  a s  t h e  i n v e s t i n g  p u b l i c  in a s s e s s i n g  t h e  c r e d i t w o r t h i n e s s  o f  
a g o v e r n m e n t a l  u n i t .  The q u a n t i t y  and q u a l i t y  o f  d i s c l o s u r e  in 
m u n i c i p a l  f i n a n c i a l  s t a t e m e n t s  d i r e c t l y  a f f e c t s  t h e  f i n a n c i a l  e v a l u a ­
t i o n  o f  a g o v e r n m e n t a l  e n t i t y .  C u r r e n t l y  a c o n t r o v e r s y  e x i s t s  
r e g a r d i n g  t h e  amount  o f  i n f o r m a t i o n  t h a t  s h o u l d  be d i s c l o s e d  in 
m u n i c i p a l  a nnua l  r e p o r t s .
A c c o r d i n g l y ,  I am r e q u e s t i n g  yo u r  a s s i s t a n c e  in a s t u d y  d e s i g n e d  t o  
d e t e r m i n e  t h e  r e l a t i v e  i m p o r t a n c e  o f  c e r t a i n  s e l e c t e d  i t e ms  o f  
i n f o r m a t i o n .  The s e  i t e ms  would be o r  c o u l d  be d i s c l o s e d  in t h e  
a n n u a l  r e p o r t  f o r  a g o v e r n m e n t a l  u n i t .  The r e s u l t s  o f  t h i s  s u r v e y  
w i l l  be u s e d  t o  p a r t i a l l y  s a t i s f y  t h e  r e q u i r e m e n t s  f o r  a d o c t o r a l  
d e g r e e  in a c c o u n t i n g  a t  L o u i s i a n a  S t a t e  U n i v e r s i t y  in Baton Rouge.
I t  i s  i m p o r t a n t  t h a t  I r e c e i v e  a s  many r e s p o n s e s  a s  p o s s i b l e  f rom t h e  
s a mpl e  c ho s e n  f o r  t h i s  s u r v e y .  Your r e s p o n s e s  may have  s u b s t a n t i a l  
impac t  on f u t u r e  i mpr ovement s  in t h e  d i s c l o s u r e  r u l e s  t h a t  a r e  s e t  
f o r  mun i c i  p a l i  t  i e s .
I have  e n c l o s e d  a q u e s t i o n n a i r e  and  a p o s t a g e - p a i d  r e t u r n  e n v e l o p e .  
Your  i n d i v i d u a l  r e s p o n s e s  wi l l  be h e l d  in s t r i c t  c o n f i d e n c e  and wi l l  
be u s e d  o n l y  t o  d e v e l o p  summary s t a t i s t i c s .  The s e  s t a t i s t i c s  wi l l  
n o t  be a s s o c i a t e d  in a ny  way w i t h  t h e  v i ews  o f  i n d i v i d u a l  r e s p o n d ­
e n t s .  The r e p l i e s  a r e  c o d e d  f o r  t h e  p u r p o s e  o f  a i d i n g  t h e  s t a t i s ­
t i c a l  a n a l y s i s  o f  t h e  r e s p o n s e s .  The s u r v e y  i s  f a i r l y  s h o r t  ( abou t  
15 m i n u t e s  a r e  r e q u i r e d  t o  c o m p l e t e  i t )  and s h o u l d  be i n t e r e s t i n g  t o  
f i l l  o u t .  Space  has  been  p r o v i d e d  on page  k o f  t h e  q u e s t i o n n a i r e  so 
t h a t  you may i n d i c a t e  y o u r  d e s i r e  f o r  a summary o f  t h e  r e s u l t s  o f  t h e  
s t u d y .
Your p a r t i c i p a t i o n  i s  v i t a l  t o  t h e  s u c c e s s  o f  t h i s  r e s e a r c h ,  and i t  
w i l l  be g r e a t l y  a p p r e c i a t e d .  Thank you v e r y  much f o r  yo u r  a s s i s t a n c e  
w i t h  t h i s  s t u d y .
Si n c e r e l y ,
F r a n k l i n  J .  P l e wa ,  J r .
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VITA
F r a n k l i n  James  P l e w a ,  J r . ,  was bo r n  in C h i a c a g o ,  I l l i n o i s  on 
Apr i l  25 ,  19^9.  Hi s  e l e m e n t a r y  and h i g h  s c hoo l  e d u c a t i o n  was com­
p l e t e d  in Ch i cago  in 1967,  a t  wh i c h  t i m e  he e n t e r e d  t h e  U.S.  Mar i ne  
Cor ps .  Upon r e l e a s e  f rom a c t i v e  d u t y  w i t h  t h e  Mar i ne  Cor ps  in 1969,  
he e n r o l l e d  a t  W e s t e r n  I l l i n o i s  U n i v e r s i t y  and m a j o r e d  in a c c o u n t i n g .  
He r e c e i v e d  h i s  B a c h e l o r  o f  B u s i n e s s  d e g r e e  in 197^ and  was empl oyed  
by t h e  i n t e r n a t i o n a l  p u b l i c  a c c o u n t i n g  f i r m  o f  Coope r s  & Lybr a nd .
From 197^ t o  1976,  he worked  in t h e  F o r t  L a u d e r d a l e ,  F l o r i d a  o f f i c e  
o f  t h e  f i r m  a s  an a u d i t  s e n i o r .
He e n r o l l e d  in g r a d u a t e  s c hoo l  in Augus t  o f  1976 a t  L o u i s i a n a  
S t a t e  U n i v e r s i t y .  He was a war ded  h i s  M a s t e r  o f  S c i e n c e  d e g r e e  in 
A c c o u n t i n g  in May 1978,  and  w i l l  be a war ded  t h e  Doc t o r  o f  P h i l o s o p h y  
d e g r e e  in A c c o u n t i n g  in December  1983*
Whi l e  e n r o l l e d  in t h e  g r a d u a t e  p r ogr a m he s e r v e d  a s  a t e a c h i n g  
a s s i s t a n t  and i n s t r u c t o r .  A l s o ,  he was an Amer i can  A c c o u n t i n g  
A s s o c i a t i o n  D o c t o r a l  C o n s o r t i u m  F e l l o w  in Augus t  o f  1979.  He i s  
c u r r e n t l y  an A s s i s t a n t  P r o f e s s o r  o f  A c c o u n t i n g  a t  Clemson U n i v e r s i t y  
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